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The Executive V. P. takes control 


“But this—” the Production Manager was almost 
plaintive—‘‘would mean a complete retooling! We 
can’t fill the order with the setup we have!” 


“Bob,” said the Sales Manager, “I'll leave that 
worry to you. We've got the order, and it’s enough 
to use up our whole plant capacity!” 


“Frankly, that’s what has me worried,” the 
Executive V. P. said. “If we accept this order, we’ve 
got to find more working capital—and I frankly 
don’t know where!” 


“But,” the Sales Manager exploded, “credit 
passes the account in a breeze! Harry says it’s 
insured already, and he’s putting in for more 
coverage, and—”’ 


“and he’s practically got it already!’ The 
Credit Manager came up to the three stending 
there. “I’m having lunch with our American Credit 
Insurance Agent,” he went on, turning to the 
Executive V. P., “and I’d like to have you along. 
How about it?” 

* * * 


**_so you see, there’s not much point in our 
increasing the coverage, since we can’t take the 
order anyhow.” The Executive Vice President felt 
he was letting the American Credit man down 
soft and easy. 


The agent kept his voice judicially calm. “Consider 
your accounts receivable as collateral for the 
working capital you need. On insured accounts— 
and that would include your newest account, of 
course—you shouldn’t have any difficulty at all 
in raising all the money you'd need. As far as the 
time goes, you can most likely arrange to use funds 
on a continuing basis. We’ve handled quite a few 
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such arrangements, where the policy names the 
lending institution as the collateral beneficiary. 
Here’s how it works—” and he went on to outline 
a plan. 

The Executive Vice President suddenly saw a 
way to give Production the tools it needed, to give 
Sales a go-ahead on the biggest account in company 
history, to give his company the biggest boost it 
ever had—and he felt once more in complete 
control of the situation. 


a * a 
Enhancing the value of accounts receivable as 
collateral is only one of the advantages of having 
Credit Insurance. For your copy of a_ booklet 


‘A Preface to Profits”, write to one of our Canadian 
offices listed below. 


Canadian Division 


American 
Credit 


Indemnity 
COMPANY OF NEW YORK 


Montreal ¢ Quebec ¢ Sherbrooke ¢ Toronto 
Hamilton ¢ Woodstock © Vancouver 
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Orders accepted for execution on all stock exchanges 


Domruon Securities Grepn. LinireD 
Established 1901 
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SUMMER SCHOOL FOR ACCOUNTING STUDENTS 
McGILL UNIVERSITY, MONTREAL 
July 3 to July 27, 1956 


This school is intended for students who have been prepar- 
ing for the intermediate and final chartered accountants exam- 
inations by correspondence or otherwise and wish to have an 
opportunity for final revision under experienced university 
teachers. 

Instruction will be in the form of lectures, discussions and 
problem periods. Hours of instruction will be from 10 a.m. to 
12 noon and from 2 to 4 p.m. each day, Monday through Friday. 
Week-ends will be free. The vacation possibilities of the Mon- 
treal area are too well known to need description here. 

The school will be under the direction of Kenneth F. Byrd, 
M.A., B.Sc. (Econ.), C.A., Professor of Accountancy, who will 
be assisted by members of the School of Commerce staff and 
others. 

Students will live in residence on the campus at very moder- 
ate rates. 


For complete information write immediately to the Extension 
Department, Dawson Hall, McGill University, Montreal, P.Q. 
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Direct private wires to Montreal, Ottawa, Hamilton 
London, Kitchener, Winnipeg, Calgary, Vancouver, 
and The First Boston Corporation, New York 


Stock orders executed on all Exchanges 
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Face MONTH The Bank of Nova 
Scotia prepares an authoritative 
report on some important phase 
of Canadian business or finance. 
Many business and financial men 
receive this report. A copy is 
yours for the asking. Simply ask 
the manager of any branch for 
a copy of the “Review”, or write 
to the General Office of the Bank 
in Toronto. 





THE BANK OF NOVA SCOTIA 
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PA sireniipuabidiatiaieds Systems have introduced new 
time-saving efficiency into 11,265 Company offices in Can- 
ada. By eliminating unnecessary repetitive writing, reducing 
human error and cutting overhead, A-M is helping these 
companies maintain a favourable competitive position. To- 
day more and more managements are coming to realize 
that an A-M System in the office is as essential as a 
smooth-running production line in the plant. 


In today's climate of keener competition, profitable oper- 
ation depends on keeping all departments abreast of the 
times. Take a look at your office methods: Is your clerical 
staff organized for maximum efficiency? Better still, call 
in A-M. We'll survey your office and make specific recom- 
mendations as to how A-M duplicating and writing methods 
can cut office overhead in your Company. Give us a call or 
drop us a line . . . our recommendations involve no obli- 
gation, naturally. 





---Save time with an A-M system 


Production Machines for the Modern Office 





Addressograph-Multigraph of Canada Ltd., 42 Hollinger Rd., Toronto 16 


Branches throughout Canada 
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IN THIS ISSUE 


R. R. KEAY, C.A. & D. J. KELSEY, C.A. 


Noticeable trends in British Colum- 
bia’s lumber industry during the past 
decade have been lack of sufficient 
capital in the case of smaller com- 
panies, the concentration of available 
timber resources in the hands of large 
companies and a further tendency, 
through amalgamations or the buying 
up of smaller companies, to place 
the industry in fewer corporate hands. 
The result from an accounting stand- 
point: a need to improve the stand- 
ards of cost accounting and a grow- 
ing awareness of the desirability of 
disclosing financial information to in- 
creasing numbers of shareholders. In 
recent years, for example, some of 
the most progressive companies have 
been studying the question of costing 
by grade and type of lumber so as 
to place the selection of the best use 
for logs on a more scientific basis. 


R. R. Keay and D. J. Kelsey de- 
scribe this new look in accounting in 
their article “Accounting for the B.C. 
Lumber Industry”. Mr. Keay has 
been studying the problems of the 
forest products industries since as 
far back as 1933. He was for many 
years a partner in the firm of Foster 
& Barrett-Lennard, later joining the 
Alaska Pine & Cellulose Company of 
Vancouver as its controller. Since 
1952 he has been conducting a pro- 
fessional practice in Vancouver under 
his own name. Mr. Kelsey has been 
associated with the Institute of Chart- 
ered Accountants of British Columbia 
for the past ten years. A former 
chairman of the Board of Examiners- 
in-Chief, he has taken an active in- 
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terest in his Institute’s educational 
program and is serving at the present 
time as the British Columbia repre- 
sentative on the C.I.C.A. Committee 
on Accounting and Auditing Re- 
search. Mr. Kelsey is a partner of 
Helliwell, Maclachlan & Company of 
Vancouver. 


J. A. McDONALD 


Given equal opportunities, the rail- 
roads can and will, according to J. 
A. McDonald, continue to serve as 
the nation’s major land carrier. In 
“Have the Railroads Had Their Day?”, 
he points out that some 50 years ago 
the railroads had a virtual monopoly 
in the transportation field, whereas 
today we find a great trucking system 
covering all parts of the country. He 
takes a look at what the railways have 
done in recent years to compete for 
improved traffic on the highway and 
predicts that railroad efficiency and 
railroad plant will continue to grow 
and improve. In his interpretation, 
the author says that the problem is to 
find a framework in which the rail- 
ways will be free to compete with full 
effectiveness, while still preserving 
some of the traditional safeguards 
that were appropriate to a monopoly 
position. 

Mr. McDonald’s service with the 
railway dates from 1937, with the ex- 
ception of a six year spell of duty 
with the Navy during the war and 
three years at the University of Sas- 
katchewan and Oxford University. A 
former Rhodes Scholar, Mr. McDon- 
ald graduated from Oxford in 1949 
with a B.Phil. in Economics and was 
appointed to the economics staff of 
the Royal Commission on Transpor- 
tation before rejoining the Cana- 
dian National Railways as special as- 
sistant to the president. Currently 
he is assistant to the vice-president, 
research and development, in which 


Continued on page 170 
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Olivetti Divisumma CR 


An electric printing calculator with an automatic car- 
riage and split platen for book-keeping. 

Entry capacity: 10 columns with 11 columns in the total. 
Entries are recorded horizontally and by depressing the 
tabulator bar any column may be selected. 

The control bar pre-determines not only the setting of 
the columns, but also the class of entry required. 
Independent front and back feed for proof sheet and for 
ledger card. 

general book-keeping - stores Accounts - wages sheets - stock recording - 
costing - statements - current accounts with interest - cash sales - cash 
balances 


Olivetti (Canada) Ltd. 
TORONTO - 237 Yonge Street 
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When Form Entries Repeat 
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eS tet 


—More and more business form de- 
signs include the use of carbon to 
eliminate writing or typing of repeat- 
ed data. Grand & Toy now has com- 
plete facilities to produce: 


e HOT SPOT CARBON on cheques, 
statements, machine billing forms, 
etc. 


e@ SNAP CARBON BILLING SETS 
e@ INTERLEAVED CARBON SETS 


Let us demonstrate how carbon saves 
clerical time— 
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Office Supplies-Printing-Business Furniture 


33 Green Belt Dr., Don Mills, Toronto 
Call Hickory 4-6671 





SECURITY FILING 
with ACCOBIND folders 





FOR SAFE 
CONVENIENT 
FILING 
OF 
BUS!NESS 
PAPERS 

















Made of Genuine Pressboard 


The Accobind Folder is ideal for 


—INCOME TAX RETURNS 
—FINANCIAL STATEMENTS 
—AUDIT REPORTS 
—WORK PAPERS 








For further information contact 


ACCO CANADIAN CO. LTD. 
317 ADELAIDE ST. W. - TORONTO 
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capacity he is closely associated with 
management problems involving eco- 


nomic analyses in railway operations. 


R. B. DALE-HARRIS, C.A. 

In “Reports on _ Investigations”, 
R. B. Dale-Harris takes a critical look 
at some of the techniques which 
should be employed in order to en- 
sure successful reporting. He out- 
lines these under the headings — Con- 
tent, Style and Presentation and con- 
cludes that an accountant will get 
little credit for an intelligent exam- 
ination if his report fails to make his 
findings clear to the reader. 

The author has been keenly in- 
terested in the subject and has lec- 
tured to accountancy students on sev- 
eral occasions on report writing. For 
the past 21 years he has been with 
McDonald, Currie & Company and is 
presently a partner of that firm in 
their Toronto office. 


HENRY F. WHITE, Q.C. 

This month’s editorial is a com- 
mentary on the joint recommenda- 
tions on the Income Tax Act and 
Excise Tax Act submitted by the 
Canadian Bar Association and the 
C.1.C.A. to the Ministers of Finance 
and National Revenue. It was written 
by Henry F. White, Q.C., chairman 
since 1954 of the Taxation Section of 
the Bar Association. 

Called to the Bar in 1936, Mr. 
White was associated with the Trusts 
and Guarantee Company for several 
years. In 1943 he joined the Toronto 
law firm of Holden, Murdoch, Wal- 
ton, Finlay & Robinson with whom he 
still practises. He was first secre- 
tary of the Bar’s Taxation Section in 
1943-44 and was also first secretary- 
treasurer of the Canadian Tax Foun- 
dation in 1945. Today he is a Gov- 
ernor of the Foundation. 
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Simplest accounting 

~ machine 

keyboard 
of all 


time! 


with exclusive 
10-KEY TOUCH OPERATION 


The multi-purpose machine designed to meet the 





accounting requirements of modern business. It’s so 
easy to operate too! Anyone in your office can 





learn to operate an Underwood Sundstrand in just a 
few minutes... just 10 numeral keys .. . all arranged 
in logical sequence under the finger tips of one hand. 





4 
The famous, fast, accurate Sundstrand 10-key keyboard 
is an Underwood “exclusive” in the accounting machine field; it minimizes hand motion... 
helps your operators turn out more work, with greater ease, and in less time. 
You will appreciate Underwood Sundstrand’s time-saving versatility too, for switching from 
one application to another on an Underwood Sundstrand Accounting Machine is 
accomplished in seconds. 
Use the coupon below. to send for the whole Underwood Sundstrand “speed, simplicity, 
and versatility” story. 
Underwood Limited 
od, | oe 
exgtitam | Underwood Limited, 135 Victoria St., Toronto 1, Ont. 
—- oan : Please send vip sc illustrated folder describing the time and 
money-saving advantages of Underwood Sundstrand Accounting 
ACCOUNTING MACHINE DIVISION rummy | toners 
Head Office: 135 Victoria St., oo OH <i 
Toronto 1, Ontario re | — . 
a= FF COMPANY 
COMPANY OWNED BRANCHES AND SERVICE IN The Original | 
ALL PRINCIPAL CANADIAN CITIES Touch Method AODRESS 
Keyboara =| 
' CCA-3-66 
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Income Tax Brief Presented 

More than 30 changes in the In- 
come Tax Act and Excise Tax Act 
were recommended in a submission 
presented on February 28 to the Min- 
isters of Finance and National Re- 
venue by the Taxation Committee of 
the Canadian Institute of Chartered 
Accountants and the Taxation Section 
of the Canadian Bar Association. In 
a meeting with the Ministers, the ac- 
countants and lawyers jointly urged 
that tax exemption on _ pension 
fund contributions be made available 
to all taxpayers, including the self- 
employed. They also repeated last 
years recommendation that taxation 
income be brought more into line 
with business income by allowing cer- 
tin expenses necessarily incurred for 
business purposes, such as the costs, 
other than interest charges, of obtain- 
ing a capital loan. 


Representing the Canadian Insti- 
tute at the meeting were L. C. Fre- 
win, chairman of the Taxation Com- 
mittee, Harold Crate and E. Michael 
Howarth. Henry F. White, Q.C. and 
E. B. Fairbanks, chairman and secre- 
tary respectively of the Taxation Sec- 
tion of the Canadian Bar Associa- 
tion, were spokesmen for the lawyer. 
(Text of the submission appears in 
full on pages 213 to 224 of this issue. ) 


Presidential Western Tour 


In the latter part of March, Gerald 
Martin, president of the C.I.C.A., to- 
and E. 


gether with Mrs. Martin 
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Michael Howarth, executive  secre- 
tary, will visit the Institutes of the 
four western Provinces. Their first 
stop will be in Winnipeg on March 
16 where they will attend the convo- 
cation and annual dinner dance of 
the Manitoba Institute. From there 
thev continue westward calling on the 
Saskatchewan, Alberta and British 
Columbia Institutes. 


An Approach to the Tax Season 


This vear, for the third time, an 
article on income tax trouble spots 
has been made available to the Can- 
adian trade press by the C.I.C.A. It 
has been forwarded to 25 trade pub- 
lications with a combined circulation 
of more than 170,000 subscribers. On 
budget night the Canadian Institute 
has arranged for members to be avail- 
able in order to assist the press and 
radio in their reporting on budget 
highlights. 


Committee on Cooperation 


On Saturday, February 25 the 
Committee on Cooperation with 
Other Accounting Bodies met in To- 
ronto to discuss matters arising out 
of the Conference on Accounting Ed- 
ucation held in Winnipeg last Aug- 
ust. Gerald Martin, ex-officio chair- 
man of the committee, presided. 


Comparing Notes in New York 

E. Michael Howarth, C.I.C.A. 
executive secretary, and Renny Engle- 
bert, editor of The Canadian Chart- 
ered Accountant, svent February 2 
and 3 in New York conferring with 


Continued on page 174 
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ACCOUNTS PAYABLE 
One writing completes your purchase journal; 
suppliers voucher jacket; remittance statement 
to supplier; cheque to supplier and cheque register 
and provides unlimited distribution by unit key- 
sort method. 


ON THE SAME BOARD IN ONE 
WRITING YOU CAN ALSO DO YOUR 
e Accounts Receivable—automatic daily balance 
—fast posting ¢e Payroll—For firms from 30 to 3,000 
employees ¢ Inventory—Daily proof—daily cost of 
Sales, daily purchase requirements. 


DAILY CONTROL 
Saves you time, lessens chance for error—keeps 
all accounting up to date. This system provides 
daily control automatically balanced. You know 
your position at all times. 


Investigate before you invest in expensive 
equipment. Ask your auditor or contact us 
personally about the new McBee General 
Accounting Poster. 


THE McBEE COMPANY LIMITED 


179 BARTLEY DRIVE, TORONTO16, ONTARIO 
DIVISION OF ROYAL MCBEE CORPORATION 


Sales and Service in Principal Cities across Canada 
52532 
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the senior staff members of the Am- 
erican Institute on matters of common 
interest. 


Carter Report Finished 

Mr. J. M. Macdonnell, M.P. recent- 
ly asked the Minister of Finance 
whether the report of the committee 
on the sales tax, headed by K. LeM. 
Carter, F.C.A., had yet been received. 
Hon. W. E. Harris (Minister of Fi- 
nance) replied: “I have received the 
report. We are studying it now, and 
it may be that I shall table it on the 
occasion of the budget presentation.” 


The Name’s the Same 


The membership of the American 
Institute of Accountants has turned 
down the proposal to change the 
name of their organization to the 
American Institute of Certified Pub- 
lic Accountants. Although the count 
was 10,363 to 6,922 in favour of the 
change, the votes of approval fell 
short of the necessary two-thirds ma- 
jority. 


Trends in Canadian Growth 

If present rates of population 
growth are to continue, Canada will 
have a population of more than 19 
million in 1965, according to the 
Bank of Montreal Business Review. 
In its January issue the Review also 
forecast a gross national product in 
dollars of 1955 purchasing power of 
more than $36 billions, representing 
an increase of 38% over last year. 


Since the war the Canadian popu- 
lation has increased by 29.2%, com- 
pared with a growth of 17.9% in the 
United States. The Review points to 
three reasons for this increase. First, 
there was the entry of Newfoundland 
into Confederation in 1949, bringing 
with it some 345,000 people. Second- 
ly the post-war immigration into Can- 
ada of 117,000 a year has more than 
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offset the 54,000 who leave the coun- 
try. But most substantial of all rea- 
sons is the rising birth rate — from 
330,000 in 1946 to 440,000 in the 12 
months to June 1, 1955. 


The Ideal Boss 


“If you could hire your own boss 
what would he be like?” was the re- 
cent question put to several thousand 
office workers in the United States 
and Canada by the National Office 
Management Association. From the 
answers NOMA drew a composite 
picture of the ‘ideal boss’. He is a 
man between 40 and 49 with a high 
degree of managerial skill who is emi- 
nently fair to employees with a good 
deal of common sense. His staff will 
not mind if he is impatient on the 
one hand or a little lazy on the other, 
just so long as he is not unjust. They 
are happy to address him as “Mr.” but 
like him to call them by their first 
names. Anparently only the older 
women employees worry much about 
his appearance. 


In the News 

A J. Lrrrie, partner in Clarkson 
Gordon & Co., is the new president 
of the Toronto Board of Trade. 


When fire engulfed the 1100 Ham- 
ilton Block in Vancouver in January, 
THORNTON Opie, a member of the 
B.C. Institute, enlisted the aid of by- 
standers and saved the books of 40 
firms for which his company was 
handling accounts. Valuable legal 
and other papers, some nearly irre- 
placeable, were rushed from the 
smoke-filled building and stacked on 
the street outside. 


A Message for March 

The month of March is Red Cross 
month. Your Canadian Red Cross 
needs your support to meet its hu- 
manitarian obligations in 1956. 












Goodbye overtime! 


Speed your calculating work—and improve accuracy with a 

Friden calculator. The Friden has more automatic features than 
any calculator sold in Canada. It calculates automatically, it clears 
automatically after each calculation and figures decimal places 
automatically. Fast and so simple that anyone can learn 

its operation with a few minutes’ instruction. 

Learn more about the time-saving 


Write: Canadian Distributors, 


Friden. Write or phone for Joseph McDowell Sales Ltd., 
992 Bay Street, Toronto, Ontario. 


a remarkable 15 minute Sales and Service Across Canada. 


demonstration—no obligation je 


FRIDEN FIGURES FASTER 
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LETTERS TO 


THE EDITOR 





University of Toronto, Jan. 19, 1956 

A Norte on Directors’ LETTERS 
Sir: In his article in The Canadian Chart- 
ered Accountant, January 1956, Professor C. 
L. Mitchell refers, very properly, to the fin- 
ancial statements as the “heart” of the report 
to shareholders: they are the only report 
from the management required by the Coi- 
panies Act. He quotes derogatory remarks 
about financial statements to the effect that, 
for the majority of employees, shareholders 
and the general public, they might as well 
be printed in Latin or Greek. If this is true, 
it is either because the reports are poorly 
prepared or because the readers are illiter- 
ate in business affairs. If the former, should 
not the reports be improved instead of 
relying on explanations in the directors’ 
letter? If the latter, is a directors’ letter 
likely to overcome the illiteracy, particular- 
ly as the letters themselves, says Professor 
Mitchell, are “much too difficult for the 
average reader to comprehend easily”? 

I have just examined seven recent annual 
reports. The longest words in the directors’ 
letters are: notwithstanding, reorganization, 
concentrating, approximately, and transport- 
ation. Whether more fearsome words would 
be found in other reports, I doubt. Some 
small words may cause difficulty, of course, 
but again these reports contain no such 
words. In the absence of actual examples, 
it is difficult to say whether the complaint 
is legitimate and if so, whether kindergarten 
methods should be used to deal with it. 
Many directors’ letters do contain rather 
pointless cliches and padding. In the exam- 
ples given by Professor Michell, we find 
figures “representing an increase”; dividends 
“totalling”: earnings “in the amount of”; 
and “vour directors, having faith in the 
future of Canada”. 


Should directors “endeavour to present 
to shareholders a letter which shows strong 
signs of life and evidences that the share- 
holders’ interests are being properly pro- 
tected”? Would it not be wiser to leave 
shareholders to form their own opinion from 
a completely objective statement than to 
engage in a pep talk? If the financial state- 
ments are reasonably clear and complete, 
the sole function of the directors’ letter 
would be to record changes in the member- 
ship of the board and to state whether any 
important changes in policy or in operating 
results are to be expected in the immediate 
future. A good case could be made out for 
requiring directors’ letters for the two prev- 
ious years to be printed with the current 
letter. 


The financial report could well include 
(as it does in some companies) a compar- 
ative statement for three to five years of 
the following: 


Sales 

Earnings 
Dividends 

Fixed assets 
Depreciation 
Bonds outstanding 
Capital 

Working capital 


If possible, reference should be made to the 
physical volume of sales as well as the doll- 
ar value; a note should be made of any 
change in the method of determining the 
allowance for depreciation, as well as of all 
new shares issued and the price of issue. 
Far too much emphasis is usually placed 
on working capital, so that some people 
believe that an increase in it must necessar- 
ily be a good thing, which is far from true: 


the first steps in the liquidation of an 
Continued on page 178 
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summary” — Northern Miner 
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unsuccessful company result in such an 
increase. 

Professor Michell has taken in hand a 
worthy subject which has been conspicuously 
neglected in the past. 

C. A. Asuiey, F.C.A. 


Edinburgh, Scotland 


Scottish TECHNICAL INSTRUCTION 
Sir: Mr. J. Grant Glassco in his admirable 
“Review of the Profession” published in 
your November issue says that broadly 
speaking the English, the Scottish and the 
American Societies have not accepted re- 
sponsibility for supervising students’ tech- 
nical education. “As a result”, he says, 
“candidates for entry into the profession in 
other countries may, so far as technical in- 
struction is concerned, either educate them- 
selves or look to commercial schools or the 
universities for assistance in preparing for 
their examinations.” 

This statement requires considerable 
modification so far as The Institute of 
Chartered Accountants of Scotland is con- 
cerned. 

It is true that in the case of this Institute 
every apprentice is required to take uni- 
versity classes in economics, law and ac- 
countancy. In addition, however, the In- 
stitute provides tutorial classes for its own 
examinations. These classes are held in 
Glasgow, Edinburgh, Aberdeen, Dundee 
and London and, although attendance at 
them is not compulsory, in practice virtual- 
ly all apprentices attend them. The classes 
are for the most part conducted by prac- 
tising members of the Institute 

E. H. V. McDovuca.i 
Secretary 

The Institute of Chartered Accountants 

of Scotland. 


THE CANADIAN CHARTERED 
ACCOUNTANT 


$5.00 a year 
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"A Matter of Importance..." 


Most people are aware of the advantages of saving money... and 
most people do save money. Some save for a short-term purpose 
like the purchase of a car, or a vacation, or clothes for the children. 
Others save for a long-term purpose like the purchase of a house, 
or in preparation for retirement, or for an unforeseen emergency. 


Short-term savings usually are kept in cash against the day when 
there will be enough to make the desired purchase. Very often the 
purchase is made ahead of time, and the savings go out in instal- 
ment payments. 


Long-term savings, however, very often become invested in sound 
Canadian securities. And that’s where we can help. We have had 
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story it points up the essentials needed in getting a planned invest- 
ment programme started. The film is available to any responsible 
club or group whose members might like to know more about this 
business of investing. If you are a member of such a group and 
interested, drop us a line . . . we will make the arrangements for you. 
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Editorial 


COMMENTARY ON JOINT TAX RECOMMENDATIONS 
Henry F. White, Q.C. 


The joint committee composed of representatives of The Cana- 
dian Institute of Chartered Accountants and The Canadian Bar As- 
sociation has recently concluded its meetings for this year and has 
submitted to the Minister of Finance and to the Minister of National 
Revenue a brief containing some 30 recommendations for amend- 
ments to the Income Tax Act. 

The practice of combining the recommendations for amendments 
to the taxing statutes emanating from practising accountants and 
lawyers was initiated about 15 years ago and the purpose of the 
joint brief is to lay before the governmental authorities in a concise 
form the suggestions for improvements in taxing legislation which 
must inevitably occur to members of both professions in the course 
of their regular work. Matters involving major principles of taxa- 
tion are not dealt with by the joint committee which can not afford 
the time necessary for the detailed study required, and by mutual 
agreement between the two professions such matters are referred to 
The Canadian Tax Foundation for study and appropriate action. 
There is reason to think that considerable weight is attached by the 
governmental departments concerned to the recommendations sub- 
mitted by the joint committee since over the years it would appear 
that more than 50% of such recommendations have been given effect 
to in ensuing legislation. 

The problem of the deductibility from income of contributions 
made by self-employed persons to a pension fund is one which has 
received considerable study by both accountants and lawyers in 
recent years. The brief now submitted reiterates the request made 
on behalf of the two Associations a little over a year ago that there 
should be made available to self-employed persons the benefits to 
be derived from pension plans set up for their own employees or 
similar benefits. The members of the joint committee are disturbed 
at the continued refusal of governmental authorities to recognize the 


181 





THE CANADIAN CHARTERED ACCOUNTANT, MARCH, 1956 


discrimination existing as between taxpayers under the present pen- 
sion fund provisions in the Income Tax Act. 

The brief again this year recognizes the unfortunate consequences 
of the present legislation in relation to charitable contributions by 
a business taxpayer in a year of loss. A recommendation is in- 
cluded that the amount of charitable donations made in any year 
but not deductible in that year be deductible in any of the five suc- 
ceeding years. 

In regard to the Excise Tax Act a recommendation is made that 
the criminal penalties contained in sections 53(1), 53(3) and 61 
should be repealed. It does not seem just that criminal penalties 
should be imposed in taxing statutes in respect to what might or- 
dinarily be regarded as civil debts, particularly since the exacting 
of the penalty does not depend upon a fraudulent intent or other 
illegal practices. 

Space does not permit a full commentary on all the recommen- 
dations included in the joint brief. While it is very difficult to single 
out for remarks any particular items in such a document, mention 
should be made that the submission contains recommendations re- 
lating to payments based on production or use, expenses of attend- 
ing professional conventions, lease-option agreements, determination 
of value of depreciable property, credit for provincial corporation 


tax, tax-paid undistributed income, arm’s length — irrebuttable pre- 
sumption, capital cost allowances in respect to leaseholds and appeal 
procedure. 

It is to be hoped that the existing friendly relations between the 
accountants and lawyers in Canada as reflected in the cooperative 
preparation and submission of the joint brief will long continue. 








THIs YEAR THE Canadian National 
Railways is planning a number of 
ceremonies to mark the 100th anni- 
versary of the passage of the first 
train between Montreal and Toronto 
on the lines of the Grand Trunk Rail- 
way. It is one of the more important 
of a number of the centennial anni- 
versaries which have come and gone 
in recent times, all of which serve 
as a reminder that the railways have 
been with us for a very long time in- 
deed. Something of the romance of 
railroading, as well as the contribu- 
tion that it has made to the growth 
of the nation, is captured in these 
lines dedicated to the steam locomo- 
tive: 

Across the parchment of the earth 

You write with hissing pen 

The autograph of industry 

The manuscript of men. 


But have the railroads had their 
day? Are they obsolescent? Will 
they disappear as soon as enough 
highways and airports can be built? 


There is one simple yet fundamen- 
tal reason for saying that the rail- 
roads are likely to continue as the 
predominant land carriers for the 
foreseeable future. It is that they em- 
ploy the principle of a roller-bearing 
in order to minimize friction. Im- 
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agine, if you will, that a circular 
“race” containing roller-bearings is 
cut and flattened out to form parallel 
tracks. Here is the essential idea of a 
railroad, in which the car wheels act 
as rollers. The resistance to the 
movement of steel wheels over steel 
rail is far less than that encountered 
by rubber-tired vehicles moving over 
a highway, for example. Another 
technical point, which from the out- 
set has been important to the eco- 
nomics of railroading, is that rolling 
friction per ton decreases with heav- 
ier loads. Engineers, recognizing this, 
designed relatively large units of 
carrying capacity, and as early as 
1867 the railroads of North America 
took the first steps towards standard- 
ization of their equipment. The 
adoption of a standard gauge follow- 
ed, making it possible for the major 
railroads on this continent to function 
as if they were one operational unit. 


It is a point which frequently es- 
capes attention that railroads were 
one of the first mass production in- 
dustries to emerge from the Indus- 
trial Revolution. The standardiza- 
tion of equipment, the specialization 
of functions within the railroad or- 
ganization and the emphasis on the 
economies of large-scale operations 
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all attest to this claim. Indeed, the 
main lines of the railroad plant are 
*hemselves analogous to a production 
line, in the sense that when a train 
arrives at the various stations along 
the line there must be specialists 
there to carry out specific skilled 
tasks, and the efforts of the whole 
organization must be devoted to mak- 
ing sure that this continuous produc- 
tion belt, so to speak, runs on sched- 
ule. 


Railroads Have the Forward Look 


There is a further point that is very 
important in considering the eco- 
nomic characteristics of a railroad. It 
is that the motive power is separate 
from the units of carrying capacity. 
This is important because it means 
that the railroads can adapt to the 
use of any basic type of prime mov- 
er. The railways began with steam 
and, at an early stage, made use of el- 
ectric power. They are in the process 
now of adapting to diesel locomo- 
tives and they are already beginning 
to make use of the gas turbine. One 
American railroad has recently joined 
forces with a major locomotive build- 
er in studies to determine the prac- 
ticability of developing nuclear-pow- 
ered locomotives. 

Much has been said of the revolu- 
tion in transport which was ushered 
in by the development of the in- 
ternal combustion engine. The rail- 
roads are absorbing that revolution 
and are looking beyond it to the 
atomic age. 

The advent of the diesel has been 
only the most dramatic aspect of a 
revolution in the technology of rail- 
roading, the cumulative effect of 
which is quite impressive. Looking 
back to the year 1928, which was the 
peak traffic year of the inter-war 
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period, and comparing that year’s 
performance with 1953, the peak 
post-war year, the record shows that 
the Canadian National was able to 
carry 62% more ton miles of freight 
with 7% fewer locomotives and 14% 
fewer freight cars of all kinds. Mean- 
while, in spite of the fact that the av- 
erage hourly earnings of employees 
increased by 158% and _ wholesale 
prices by 76%, freight traffic (which 
accounts for the great bulk of rev- 
enue) has moved at an average in- 
crease in revenue per ton mile of 
only 51%. Had it not been for im- 
proved efficiency, the impact of these 
relative price movements on C.N.R.’s 
financial results would have been 
staggering. 


An Efficient Instrument 

The railroad, tien, is an efficient 
instrument of transportation and its 
efficiency will continue to improve, 
thanks to a continuing research pro- 
gram which, in its widest aspect, en- 
compasses the whole field of rail- 
roading — not just the railroads them- 
selves but those who supply the 
equipment and materials. Again 
Canadian National can cite a few 
examples in which research has con- 
tributed to better operations and 
better service. 


First, there is the “Canex” con- 
tainer, developed in the company’s* 
laboratories, which makes it possible 
to carry 160 pounds of fresh chilled 
fish at a constant temperature of 
29°F for just over four days. This 
provides a new marketing opportun- 
ity, for example, for the Maritime 
fishing industry because it means that 
freshly caught fish can be delivered 
to the large urban centres of Ontario 
and Quebec without any deteriora- 
tion in quality. 
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Another example of the benefits of 
research is found in a new procedure, 
developed by C.N.R. technical of- 
ficers, for heat-treating coil springs on 
box ears. This procedure, first used 
in reclaiming springs, is now being 
introduced in the manufacturing pro- 
cess, and it is estimated that the po- 
tential economies are in the order of 
$100,000 annually. One of the latest 
products of Canadian National re- 
search is a new type of railway auto- 
mobile-transporter which will carry 
eight passenger vehicles compared 
with a maximum of four in the con- 
ventional equipment. With this new 
tool the C.N.R. expects to be able 
to win important traffic from com- 
petitors on the highway. 


A Process of Continuous Creation 


These are some of the reasons why 
a confident prediction can be made 
that railroad efficiency will grow. It 
is not generally appreciated in these 
days, when the railroad is said by 
some to be obsolete, that the railroad 
plant itself continues to grow. In the 
last five years Canadian National 
alone has built, or is building, four 
major branch lines totalling some 
400 miles in length to open up new 
opportunities for economic develop- 
ment. Along existing lines there has 
been built, in the five years ending 
last December, more than 1000 in- 
dustrial sidings to serve new indus- 
trial facilities. It is also true, of 
course, that some trackage has been 
abandoned in areas where the origin- 
al justification for construction has 
ceased to exist, but in this sense the 
railroad is acting as a microcosm of 
the whole economy in which the pro- 
cess of growth and decay coincide. 
The railroad, like the universe itself, 
can be said to be in a process of con- 
tinuous creation. Since 1947 the 
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railroads of Canada have spent well 
in excess of one billion dollars in net 
additions and improvements to their 
properties. 

Now if it is true that the railroads 
are an efficient means of transporta- 
tion then presumably it ought to fol- 
low that the cost to the shipper of rail 
transportation is generally low. In- 
deed it is. The best index we have 
of the average price of freight ser- 
vice — the average freight rate — is 
the revenue earned per ton mile. 
Ton miles are the units by which we 
measure the output of freight service. 
They are the product of the total ton- 
age handled multiplied by the aver- 
age distance over which this tonnage 
was hauled. In 1954 the revenue per 
ton mile on the Canadian National 
amounted to 1.529 cents: in other 
words this is what was received, on 
the average, for carrying one ton one 
mile. Translated in terms of the 
typical articles bought by the rail- 
road, it means that in order to earn 
enough gross revenue to purchase a 
track tie C.N.R. had to haul a ton of 
freight for about 210 miles. 


Again, if the railroads do have en- 
during economic advantages which 
assure their future as a land carrier, 
then it ought to be true that the cost 
per ton mile is lower than by air or 
road transport. And so it is, on the 
average. Air freight costs approx- 
imately 26c per ton mile, and the cost 
by truck is about 5c per ton mile, 
compared with I%c by rail. The 
reader will appreciate that these 
figures relate to costs as it appears to 
the shipper, and not to the cost of 
producing transportation service. 


All things considered, then, it may 
not be too surprising to find that the 
demand in Canada for rail transpor- 
tation has shown a tendency to grow 
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more than proportionately to the 
population. 

But why is it, one may ask, that 
the railways have been described as a 


sick industry? 


Cost : Price Relationships 


To meet this point calls for a brief 
explanation of the relationship be- 
tween costs and prices — the cost of 
providing freight service on the one 
hand and the rates that are charged 
to shippers on the other. In a typ- 
ical manufacturing business the re- 
lationship is quite simple and direct; 
the average total cost per unit of out- 
put is readily determined and the 
price to the customer is set sufficient- 
ly above this to produce a margin of 
profit. In the railway, however, it is 
impossible to determine the total 
fully distributed costs of carrying any 
particular shipment. The units of 
output — ton miles and passenger 
miles — are not homogeneous but 
composite. The costs of handling any 
particular shipment are _ incurred 
jointly for the movement of a great 
many other shipments and there is 
simply no way of unscrambling the 
expense omelet. 

One cannot, therefore, work in 
terms of a fully distributed cost of 
handling a particular shipment, but 
it is possible to deal in terms of out- 
of-pocket costs, that is, how much 
would be added to total expenses if 
a certain block of traffic were brought 
to the railway, or how much would 
be saved if certain traffic were lost. 
This out-of-pocket cost supplies the 
floor to freight rate quotations. Ob- 


viously the railroad would not want 
traffic unless it could move at rates 
which would at least meet the di- 
rectly traceable costs and in addition 
towards 


make some _ contribution 
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meeting the common or joint ex- 
penses. At the other extreme the 
practical ceiling for rail rates (apart 
from the effect of regulation) is de- 
termined by the level at which jraffic 
is choked off. All railway freight 
rates lie somewhere between these 
limits — at the lower level, out-of- 
pocket costs; at the upper level, what 
the traffic can bear. Thus there is 
no uniform relationship between the 
various rates that may be charged 
and the particular out-of-pocket costs 
of moving the traffic in question. This 
type of differential pricing, as it is 
called, must however meet one im- 
portant test — it must produce suffi- 
cient gross revenue to cover the total 
railway operating costs, and provide 
a reasonable return on invested cap- 
ital. In other words, the average re- 
venue per ton mile must be sufficient 
to keep the enterprise in a healthy 
financial condition. 


A Wide Range of Rates 


Now it is no secret that at one time 
the railroads had a virtual monopoly 
in the field of land transportation. In 
these circumstances, it was both prac- 
ticable and desirable to have a rate 
structure that showed a very wide 
range above and below the average 
revenue per ton mile. The relative- 
ly low rates were quoted on basic 
commodities (such as iron ore, coal, 
etc.) which are of relatively low 
value in relation to bulk — the type 
of traffic that requires cheap trans- 
portation if it is to move to markets 
in Canada or overseas. These low 
rates have encouraged movements in 
large volume, which in turn has en- 
abled the railroads to make effective 
use of capacity. The existence of 
these low rates, however, has de- 
pended on the ability of the railroads 
to obtain higher-than-average rates 









HAVE THE RAILROADS HAD THEIR DAY? 


on high valued traffic — typically, the 
processed goods in which transporta- 
tion costs represent only a small pro- 
portion of the delivered price. This 
was, and to a large extent still is, the 
broad characteristic of the railway 
rate structure. 

Figure 1 shown below is in- 
tended to illustrate this situation. 
Along the bottom axis are the various 
types of commodities ranked gen- 
erally in order of their market values. 
Along the scale one would find for 
example grain, coal, iron ore, pulp- 
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wood, iron and steel products, petro- 
leum products, and automobiles and 
parts, the last three being rated 
higher than the average revenue on 
all traffic. This average revenue has 
been plotted as a straight line at 1.5c 
per ton mile. The curve represents a 
line of best fit to a scattering of 
actual rates. The volume of traffic 


moving at rates below 1.5c per mile 
does not appear to be significant, but 
in point of fact this traffic accounts 
for the greater proportion of railway 
tonnage. 
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COMMODITIES 
THE RATE PICTURE 


Figure 1: 


The advent of commercial truck- 
ing has played havoc with this sys- 
tem of ratemaking, for the truckers 
naturally attacked the most lucrative 
traffic. The trucker, operating in 
much smaller units of capacity, is 
able to charge rates very closely re- 
lated to cost; moreover, he is not 
under any obligation to carry the 
low-valued traffic. On the diagram is 
represented the truckers’ average rate 
of 5c per ton mile; the shaded area 
represents the railway traffic which 
immediately became vulnerable to 
truck competition. Indeed the prac- 


tical effect of this competition has 
been that it is no longer possible for 
the railroad to charge rates in excess 
of the truckers’ rates; any attempt to 
do so means that at the first oppor- 
tunity the shipper will divert his 
traffic. In other words, the railway 
rate structure, if it is to be effective in 
getting traffic, must be truncated at 
the level of truck cost (dotted line). 

Unfortunately, this is not the end 
of the matter because it becomes 
plain that the original premise, on 
which the low rates on basic com- 
modities were established, is no 
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longer valid. In short, the railroad is 
not able to recoup from the high- 
valued commodities the compensat- 
ing revenue which is necessary if the 
total income is to balance total out- 
go. It may be, therefore, that the 
whole rate structure will have to be 
tilted towards the horizontal line 
representing the average unit re- 
venue, or that it will have to assume 
a different shape above and below 
that line. It must be remembered 
that over the years important indus- 
tries have developed a vested interest 


Costs per 
ton-mile 
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in lower-than-average rates and that 
many marginal producers would be 
in difficulty at once if any substan- 
tial change were made. Moreover, 
in order to encourage economic de- 
velopment in its initial stages so that 
eventually both the railroad and the 
community as a whole will benefit, 
the railroad should be in a position 
to offer favourable rates. 


Let us look at the same situation 
from the standpoint of comparative 
cost. 


am Out- Of - Pocket Costs 


Volume , in ton- miles 


Figure 2: 


In figure 2 is plotted a generalized 
curve representing the railway out- 
of-pocket costs. The curve has a de- 
clining characteristic because with 
increased volume the railway can 
make more efficient use of capacity. 
Truck costs, which tend to be di- 
rectly variable with volume, are 
shown as a horizontal line at 5c per 
ton mile. The railroad’s average 
revenue, shown as a broken line, is 
introduced as a reminder of the rail- 
way cost/price relationship. 


It will be seen from the diagram 
that there is a type of short-haul 


THE COST PICTURE 


traffic (the shaded area) which the 
trucker can, in fact, carry more 
cheaply than the railroad, especially 
when one takes account of the qual- 
itative factors of speed and conven- 
ience, which cannot be represented 
on the diagram. On the other hand, 
it is clear from the diagram that the 
railroad can carry a far greater 
volume of traffic at less cost, out of 
pocket, than the trucker. But in 
order to actually carry this traffic, the 
railroad must reflect its cost advan- 
tages in the rates charged to the 
shipping public. If, for example, fol- 














lowing the traditional rate-making 
pattern, the railroad attempts to re- 
cover, say, seven cents per ton mile, 
then the comparative advantages of 
road and rail transport are reversed 
in the eyes of the shipper. 


Restrictions on Rate Changes 


So far, this problem has been pre- 
sented as if the railways had a free 
hand to determine their own rates. 
In fact, that is very far from the 
truth. Some 50 years ago, when the 
railroads did have a_ functional 
monopoly, an elaborate code of regu- 
lation was established governing 
their rates, service, and operations. 
The intention was to protect the 
shipping public against the abuse 
of a monopoly position, and there 
was developed in the course of time 
a considerable body of precedent 
aimed at ensuring that rates would 
be “just and reasonable” both to the 
carrier and the shipper, and that “un- 
due preference” or “unfair discrimin- 
ation” would be avoided. Interven- 
tion by regulatory authority was in- 
tended to take the place of competi- 
tion, which, in the ordinary circum- 
stance, provides a_ self-governing 
mechanism for the determination of 
price. The basic framework of this 
regulation persists to this day, al- 
though the rationale has been large- 
ly destroyed by the advent of com- 
petition, especially from highway 
carriers. It is not feasible to apply 
the same degree of regulation to the 
trucking industry, even if it were of 
itself desirable. 

The practical consequence of all 
this is that the railways are not able 
to meet specific competitive situa- 
tions as freely as they would like, be- 
cause each change in a rate raises 
the possibility at once that the new 
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rate must be applied more generally 
to other shippers of the same com- 
modity. In other words, the railways 
are not able to meet competition with 
rate action that is appropriate to the 
particular and individual circum- 
stances of each case. The trucker is, 
in practice, free to quote any rate 
that will bring him the traffic and he 
can change his rates on the spot if 
need be. In contrast, the railways 
must, in the ordinary circumstance, 
publish a competitive rate and wait 
for three days before it becomes ef- 
fective. The railways do have a 
useful weapon in the agreed charge. 
This is a type of contract rate in 
which, in exchange for an agreement 
to give them a certain percentage of 
the traffic, they are able to quote a 
rate appropriate to that business. But, 
in spite of some changes, there con- 
tinues to be a number of restrictions 
on this type of ratemaking. 


No Fear of Competition 


Space does not permit a full recital 
of all the handicaps that surround a 
regulated common carrier in compet- 
ing with carriers who are, for all 
practical purposes, free to pick and 
choose the traffic. But it would be 
wrong to leave the impression that 
the railroads are afraid of competi- 
tion. Given an environment where 
there is a fair field and no favour. 
then indeed the railroads have noth- 
ing to fear because their basic 
competitive position, stemming from 
inherent economic advantages, is 
sound. 

The issues arising out of road-rail 
competition transcend the private or 
corporate interests of the carriers 
themselves. The situation can be 
summed up in this way. First, in the 
competitive segment, the railways 
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cannot charge more for their service 
than the truckers charge or the traffic 
will disappear. Secondly, this means 
that the effective contribution which 
can be made by the high-valued 
traffic to the total costs of the railway 
can no longer be determined by 
regulation, or by semi-judicial con- 
cepts of what is a just and reason- 
able rate. It will be determined and 
is being determined by the interplay 
of competitive forces. In this, regula- 
tion cannot help; indeed, it can only 
hinder the railways. To the extent 
that the railways are not able to re- 
flect fully their inherent advantages 
in the competitive rates quoted on 
competitive traffic, then it follows 
that a greater burden must fall upon 
the traffic which is more or less de- 
pendent on rail service. But that 
shifting of the burden, as suggested 
earlier, is not something that can be 


contemplated lightly because of the 
impact which it may have on the 


marketing of basic commodities both 
in Canada and overseas. 

A discussion of what might be 
done about this difficult problem lies 
outside the scope of this article. It 
is, however, possible to draw the con- 
clusion that the railroads’ problems 
are associated with the pricing of 
output, and the manner in which 
their overhead costs are to be dis- 
tributed throughout the range of 
traffic. If the railroads are financially 
sick it is not because of some basic 
organic weakness; their inherent eco- 
nomic advantages remain, their pro- 
ductive efficiency continues to grow, 
and the nation is demanding a 
greater volume of rail service per 
capita than ever before. Given an 
equal opportunity to bid for the 
traffic offering, the railroads can and 
will continue to serve as the major 
land carrier, and to underwrite the 
nation’s transportation requirements 
in season and out. 





Accounting for the British Columbia 
Lumber Industry 


R. R. KEAY AND D. J. KELSEY 


THE LUMBER industry in Canada vies 
with the pulp and paper industry for 
first place among manufacturing in- 
dustries in employment and in total 
wages and salaries paid. It attains 
fourth place in net value of products, 
which in recent years have consider- 
ably exceeded $500 million annually. 

British Columbia produces over 
50% of the softwood lumber in Can- 
ada and about 4%% of that produced 
in the whole world. In that Province, 
the industry, which until recently has 
been concentrated in the temperate 
coastal area, owes its being to the 
lush rain forests and to the geogra- 
phy of the region. Deep indentations 
in the coastline bring tidewater close 
to the forests, providing free and in- 
expensive movement of logs to the 
mills and of lumber from the mills 
to markets in distant parts of the 
earth. One interesting fact which has 
contributed to the importance of the 
industry is that the great forests 
on Vancouver Island are very uni- 
formly and suitably mature. It is 
believed that about the time Colum- 
bus discovered America a great fire 
swept the Island, with the result 
that new forests, the ones we see to- 
day, all had their start about the 
same time. 


Two related trends have been no- 
ticeable in the industry in the last 
decade. The available timber re- 
sources of the Province have become 
concentrated in the hands of large 
public companies and the timber has 
been utilized more effectively by 
eliminating unnecessary waste and by 
converting the wood into products of 
greater diversity and value than pre- 
viously. The corporation with inte- 
grated facilities of many kinds has 
been the one best able to direct the 
different types of timber to their most 
suitable and valuable uses. 

Before corporations invested in the 
large and complicated plants neces- 
sary for full and effective wood uti- 
lization, they had to be reasonably 
sure of a long-term supply of logs, 
if possible in the form of an annual 
crop into perpetuity. The large and 
prosperous public companies have 
been better able than the small com- 
panies to acquire substantial stands 


» of timber and to undertake the re- 


sponsibilities of managing them well. 
Many of the smaller sawmilling com- 
panies have lacked capital to secure 
a long-term timber supply; many 
have found their plants falling be- 
hind those of their competitors in ef- 
ficiency and flexibility. Some of the 
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smaller companies have been bought 
out by the larger ones and some have 
amalgamated with others, further 
tending to concentrate the industry 
into fewer corporate hands. 

In the accounting field the increas- 
ed size and complexity of the operat- 
ing units and the never-ceasing quest 
for greater efficiency have tended to 
improve the standards of cost ac- 
counting in the industry. Similarly, 
the growth of the corporations and 
the increasing awareness of a respon- 
sibility to disclose financial informa- 
tion to increasing numbers of share- 
holders have improved the standards 
of financial accounting and reporting. 

A third trend has been the growth 
of the industry in the dryer and less 
accessible interior region of the 
Province. Increasing values of lum- 
ber and lumber products have made 
it possible to produce lumber profit- 


ably from areas previously consider- 
ed too sparsely timbered and too 


remote from markets. In contrast to 
the coastal industry, a substantial 
part of the activity is carried on by 
small or medium-sized organizations 
operating “bush” mills close to rail 
lines, or even portable mills, which 
can be moved from timber stand to 
timber stand. Most of the produc- 
tion of the interior is shipped by rail 
to the United States. 


Marketing 

Production of lumber in British Co- 
lumbia is greatly in excess of require- 
ments of the domestic market. Manu- 
facturers therefore depend on world 
markets, to which the material can 
be shipped by water at low cost. 
Much of the lumber of the Province 
is marketed through cooperative sales 
organizations, which give their mem- 
bers the benefit of representation in 
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distant countries and the specialized 
day-to-day knowledge of changes in 
price, conditions of supply, specifica- 
tions in demand, freight rates, avai!- 
ability of shipping space, etc. 

Few prices are as quickly and free- 
ly influenced by supply and demand 
as are the prices of lumber. Increzs- 
ed output in Finland, an import re- 
striction in South Africa, a spurt in 
housing construction in the United 
States, each is likely to be reflected 
quickly in the prices realized for lum- 
ber here. 

It is fortunate that the industry is 
flexible in adapting its output to the 
requirements of the market. The 
normal operation is on single shift; 
in times of great demand one or 
even two additional shifts may be 
added, subject of course to the avail- 
ability of logs. On the other hand, 
the ratio of plant investment to the 
value of product output is quite low 
in the industry, so that the burden 
of fixed costs is usually light enough 
to permit cutbacks in production or 
even shutdowns in times of limited 
demand for lumber. 


Types of Mills 

Mills may be classified in many 
ways. The “tidewater” mill, with its 
accessibility to inexpensive ocean 
transportation, may lack drying fa- 
cilities and if so will fall into the 
“green” mill category as well. The 
“interior” mill, concerned with re- 
ducing expensive rail freight by re- 
ducing the weight of its product, has 
a greater incentive to dry its lumber. 

Mills may also be classified by types 
of product. The simplest are those 
which cut large timbers. Most mills 
cut standard rectangular lumber di- 
mensions and some cut siding, which 
is not rectangular in cross-section. 
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Mills that cut shingles are described 
in more detail later in this article. 


Some mills specialize in cutting 
particular species of logs, so that a 
mill may be classified as a “cedar” 
mill, a “spruce” mill, etc. 


Manufacturing Operations 

Basically the sawmilling operation 
is a very simple one. It consists of 
cutting large and irregularly shaped 
pieces of wood (the logs) into smal- 
ler and regularly shaped pieces and, 
in many instances, of reducing the 
moisture content of the wood. 

In considering the physical hand- 
ling of material it is interesting to 
realize that in the coastal area it is 
not uncommon for a log to be as 
much as six feet in diameter, 40 feet 
in length, and 30 tons in weight. 

Once an operator has decided that 
logs are to be converted into lumber 
(instead of into pulp or plywood), 
he has several alternatives to choose 
from. Within limitations inherent in 
the logs, the finished lumber can vary 
in species, in size in three dimen- 
sions, in grade, in grain, in moisture 
content, and in finish. The selection 
of each alternative involves some fi- 
nancial gains and some financial 
sacrifices, and the wisdom of the 
judgment applied to the choice is 
one of the factors contributing to the 
success or failure of a mill. 

Some of the cutting is done to 
specific orders, some is done only to 
the point of producing large dimen- 
sions which can be remanufactured 
later to specific orders then available, 
and some is done to produce stand- 
ard dimensions normally in demand. 

Owing to the bulky nature of lum- 
ber and to the fact that carrying a 
substantial inventory cannot usually 
be avoided, large areas are required 
for mill operations and storage. 


Generally speaking, the various op- 
erations performed in the manufac- 
ture of lumber may be classified ac- 
cording to the facilities provided for 
the processes, and operating cost ac- 
counts usually conform to these ma- 
jor headings: 

Long pond 
Sawmill 

Dry kilns 
Planing mill 
Storage facilities 
Power 

Shipping 

So that the flow of logs into the 
mill can be of the species and grade 
most suitable for the lumber require- 
ments of the moment, and so that 
the efficiencies of a “clear run” can be 
achieved, logs are sorted before be- 
ing put into the mill. Sorting is done 
in the water, where the logs can be 
readily moved about. Most mills are 
on natural bodies of water but in 
cases where a mill is not it is usual 
to build an artificial log pond. Some 
mills cut logs into standard lumber 
lengths in the pond so that subse- 
quent cutting and sorting of lumber 
is reduced. 

The main sections of a sawmill (as 
distinct from the planing mill) are 
the log haul, barker (if used), log 
deck, log carriage, head saws, sorting 
table, gang saws, edger and trimmer 
saws and greenchain. 


The accompanying illustration may 
help the reader to visualize the physi- 
cal operation of the mill. (see p. 193) 

The logs are brought into the saw- 
mill from the log pond either by 
means of an endless chain on a slop- 
ing trestle, known as a jack ladder, 
or by means of cables which lift the 
logs vertically from the water. 

Most modern mills remove the bark 
by means of barkers, not shown in the 
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illustration, which operate either hy- 
draulically or mechanically. Barking 
enables the sawyers to see more 
clearly the features of each log and 
thus to saw it more effectively. It 
saves wear on saws which might be 
injured by gravel or sand embedded 
in the bark and it makes the saw- 
mill operation cleaner. But most im- 
portant, it enables the slab and waste 
wood to be chipped for use by pulp 
mills, for chips mixed with bark are 
of very limited usefulness in pulp 
or paper making. 

From the log deck on which the 
logs lie after being hauled into the 
mill and barked, the logs are man- 
oeuvred by machinery on to the car- 
riage, which is provided with clamps 
for holding them in position for saw- 
ing. The head saws are held in a 
fixed framework, and the carriage, 
with the log on it, is drawn back- 
wards and forwards on a fixed track 
parallel to the saw, the log being 
held so as to project from the car- 
riage framework and be cut length- 
wise by the saw. As soon as one 
side of the log is cut, metal arms op- 
erating from below the floor of the 
carriage turn it over on to the flat 
side made by the first cut. The other 
sides of the log are then cut in a 
similar manner and the remainder is 
cut into strips of desired thickness. 


The head saws may be either of 
the circular or band types. Teeth 
are provided on the band saws on 
either one or both edges. Where 
saws with teeth on one edge are used, 
the logs are cut while the carriage is 
moving only in one direction. Where 
the double edged band saws are used 
the cutting is done on the return of 
the carriage as well. Cutting is done 
only in one direction where the head 
saws are of the circular type. 
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Some mills put small logs directly 
through a log “gang”, which cuts 
them into boards as they pass once 
through an oscillating bank of saws. 


The sorting table is in effect a plat- 
form of revolving rollers and moving 
chains which keep the lumber moving 
in the directions desired by the at- 
tendants. From the head saws the 
lumber is taken to other saws, known 
as “gang”, “edger”, and “trimmer” 
saws, where it is cut into boards and 
planks of required thickness, width 
and length. An important function is 
performed by the trimmer man who 
is responsible for cutting the lumber 
into the required lengths, it being a 
matter of considerable skill and judg- 
ment to decide which portions should 
be discarded as unfit and which por- 
tions should be retained, perhaps at 
some sacrifice in the grade of the 
whole piece of lumber. 


Lumber coming from the head 
saws follows one of two courses. 
Timbers go directly to the timber 
sizer or planer and the timber deck, 
while all other lumber goes over 
what is known as the greenchain. 
The greenchain is a long table over 
which the lumber is kept moving 
slowly enough to allow lumber grad- 
ers to mark the grade on each piece 
as it passes. Lumber of odd sizes is 
rejected, being sent back to the mill 
for remanufacture. After passing the 
graders, the boards are taken off the 
greenchain by hand at the point 
where lumber of that particular grade 
and dimension is being accumulated. 


The yard facilities demand easy 
and rapid transportation of lumber 
from one point to another and this is 
accomplished by the use of specially 
built motor carriers and yard cranes. 
To the extent possible the lumber is 
piled in carrier loads from the green- 
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chain and not repiled thereafter. Car- 
riers are of various types, the most 
common being the lift-carrier, which 
picks up the load under the chassis 
and between the wheels. Another 
type is the fork lift-truck, which has 
a lifting device at the front capable 
of placing a carrier load on top of 
two other loads, thus helping to con- 
serve storage space. Yard cranes 
are used in some mills for handling 
lumber in storage and in the yard 
but their use is usually confined to 
loading from docks on to scows or 
ships. 

In the dry kilns the temperature 
and humidity of the circulating air is 
closely controlled so that the lumber 
is dried in as short a time as possible 
without injuring it. From the dry 
kilns the lumber goes to cooling sheds 
and then to the planing mill. Some 
lumber, instead of going through the 
kilns, may be stored in the yard to 
dry slowly and naturally. Natural 
drying is more common in the dry 
interior region of the Province than 


‘at the Coast. 


The planing mill contains machin- 
ery of various types; some of the ma- 
chines merely smooth the lumber, 
while others groove it or shape it in 
a variety of ways. 

The finished lumber goes from the 
planing mill to sheds, where it is 
protected from the weather or load- 
ed into cars, scows or ships in ful- 
filment of orders. 

Not all lumber is dried or planed; 
a considerable part of production in 
British Columbia is shipped green 
and/or rough, to be finished at its 
destination where the precise require- 
ments of the market are known. 


Operating Statements 
Accompanying this article is a 
specimen set of sawmill operating 


statements, consisting of the follow- 

ing: 
Exhibit “A” — Statement of profit 
and loss (see p. 198) 


Schedule 1 — Statement of logs 
sawn (see p. 202) 

Schedule 2 — Statement of manu- 
facturing and ad- 
ministration costs 
(see p. 202) 


These statements contain less de- 
tail than would normally be encount- 
ered in practice; they do contain the 
essential features to be helpful in 
discussing some of the accounting 
techniques of the industry and thev 
are presented primarily for that pur- 
pose. 


QuaNTITY FIGURES 


“To measure is to know’, said Leo- 
nardo da Vinci. This is particularly 
appropriate in sawmill accounting, 
for the quantity figures form the 
framework of the operating state- 
ments, which are of limited meaning 
if they contain dollar figures alone. 


The booms of logs are with very 
few exceptions scaled by licensed 
government scalers before they arrive 
at the sawmill. As most of the inven- 
tory of the sawmill usually consists of 
the booms in their original form, the 
determination of the log inventory 
quantity is simplified. Purchases and 
sales of logs are made on the basis of 
official scales, so the resulting quan- 
tity of logs sawn (Schedule 1, carried 
to Exhibit “A”) is reliable. 

It is not usually practicable to mea- 
sure accurately the production of 
lumber by tallying it as produced, 
chiefly because there is so much 
movement in and out of stocks at in- 
termediate points in the process, 
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Exhibit “A” 
ALPHA SAWMILLS LIMITED 
STATEMENT OF PROFIT AND LOsS FOR THE MONTH OF ——————— 


PerM 
Footage Amount Feet 
Lumber sales ... ' — aa es 
Less: 
er eee ee re a phat tee ot ; — — 
Commissions, discounts and allowances . _ ee 
Shipping and selling expenses ............. ae — ~ 
Net sales proceeds . a oe = — = 
Cost of sales: 
Logs: 
Sawn (Schedule 1) ..... sek A een ar as is ae 
Overrun (—%) .. ie Nid — as) 
Manufacturing and administration 
(Goeieie’ 2) ......... Pe ie nae ale, cat a 
Depreciation ........ a PRR ete RU ng a _ 
Less revenue from by-products, 
including chips $— ($— per M.) ............... _— as 
Cost of lumber produced .. eee oe = as 
Add opening inventory of lumber . Te ee in i i 
Deduct closing inventory of lumber ...... ee _ as a 
Cost of lumber sold ....... Ne. ee _ oe = 
Profit before items below .. pe vabed i = am 
Deduct Gnancial expenses. .. 2... 66 ccc cee eee _ — 
Profit before taxes on income ............... _ _ 
Provision for taxes’ on income ................-s.00- ron aie 


ENON DN EE DD os oc Sires og NG s SG we es _ _ 
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some of these movements resulting in 
shrinkage from trimming, sawing, 
etc. Consequently, the quantity of 
lumber produced, shown in Exhibit 
“A”, is the residual figure resulting 
from the sales and inventory figures, 
which are capable of accurate de- 
termination, the sales by accumula- 
tion of the footage figures shown on 
each invoice and the inventory by 
tallying, usually done monthly. The 
footage of lumber produced is usual- 
ly greater than the footage of logs 
consumed to produce it and this ex- 
cess is termed the “overrun” and ex- 
pressed as a percentage of the logs 
sawn. 

The existence of an “overrun” re- 
sults from two facts, first that the log 
scale, where it attempts at all to de- 
termine potential lumber outturn 
from a log, can do so only on the 
basis of arbitrary assumptions as to 
the manner in which the log will be 
cut and, secondly, that these assump- 
tions are conservative in result. This 
subject was discussed in the article 
on logging accounting in The Cana- 
dian Chartered Accountant, April 
1955. 


SALES 

As suggested earlier, much of the 
success of a mill is dependent on 
channelling the raw material into 
products and markets giving the 
greatest realization. The sales figure 
in the operating statement is usually 
analyzed in subsidiary schedules by 
species, grade, market and method 
of shipment. 

Shipments are made by rail to 
points in Canada and the United 
States, and by water to the Atlantic 
Seaboard and overseas markets. 


Normally, the mill quotes a delivered 
price for rail shipments; freight is 
paid by the customer and deducted 
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from the amount of the sales invoice. 
Water-borne shipments are usually 
sold at a destination price too, the 
risk of fluctuations in freight rates 
resting with the vendor. 


Woop Cost 

Many of the log sales are linked 
with a purchase, the two transactions 
representing together a trade. As 
the primary objective of the log trad- 
ing operation is to procure the most 
suitable supply of logs for the mill, 
it is not usual to reflect a separate 
log trading profit in the operating 
statements. The “profit” is consider- 
ed a reduction in raw material cost 
and the “loss” an increase. 

Sawmilling companies with their 
own logging operations charge the 
mill either with the cost of the logs 
consumed or with the market value, 
either at the time they are identified 
with the mill, transferred to the mill, 
or cut in the mill. The use of mar- 
ket transfer values is preferable, for 
it has the advantages of measuring 
the mill’s contribution to the profit 
and loss of the integrated operation 
and, if there is more than one mill, 
of making more intelligible compari- 
sons of operating figures between the 
mills. It should be realized that in 
some instances the volume of logs 
moved within companies may far ex- 
ceed the volume exchanged at arms- 
length in free markets, so that the use 
of free market values for the internal 
log movement may be somewhat 
hypothetical. Procedures to elimin- 
ate unrealized profits in inventories 
are required if the market transfer 
values are used. The selection of the 
point in time at which logs are deem- 
ed to pass to the mill has significance, 
for log prices fluctuate widely. The 
mill operation should bear the risk of 
a log inventory of size normal to its 
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requirements and the season of the 
year. 


MANUFACTURING AND ADMINISTRATION 


The manufacturing and administra- 
tion costs may be classified in many 
ways. It is usual to reveal labour 
figures separately, for they make up 
the bulk of the controllable expenses. 
Labour is paid on a time, rather than 
on a piece-work basis. 

Many companies “load” their di- 
rect labour figures with a predeter- 
mined percentage to cover the indi- 
rect costs of unemployment insur- 
ance, workmen’s compensation, holi- 
day pay, etc. 

Some companies accumulate the 
costs of service or indirect depart- 
ments (e.g. power, fire protection, 
lumber carriers) and then distribute 
these among the direct operating de- 
partments. 

It is not very informative, in arriv- 
ing at “per M. feet” costs, to relate 
some of the manufacturing costs (e.g. 
planing, dry kilning) to total lumber 
production. It is usual to reveal the 
“true” unit cost by using as divisor 
an estimate of the quantity of lumber 
processed in the department. This 
“true” unit cost in Schedule 2 may 
be noted as supplementary informa- 
tion, or it may be the only figure 
given in the body of the statement. 
In the latter event, the “per M. feet” 
detail in the statement does not add 
to the total. 


PLANT MAINTENANCE AND RENEWALS 


The necessary use of brute force in 
moving logs and unwieldy pieces of 
lumber quickly about the sawmill 
causes heavy wear and tear on the 
structures and machinery. The costs 
of renewals are treated conservatively 
in the industry; normally only ex- 


penditures which significantly in- 
crease the value of the plant or ma- 
terially extend its life are capitalized. 
Repair and general maintenance 
charges are high. 

Stocks of operating and mainten- 
ance supplies carried by sawmills are 
usually small relative to those car- 
ried by companies with more compli- 
cated or specialized processes. Most 
mills are readily accessible to sup- 
pliers and many of the suppliers have 
aggressive and effective service de- 
partments. Although some mills 
carry in dollars perpetual inventories 
of saws, planer knives, machine shop 
supplies, etc., most charge these items 
to expense as they are purchased. In- 
formal quantity and performance rec- 
ords, not linked with the books of 
account, are often maintained for 
saws. 


DEPRECIATION 

In view of the heavy wear and tear 
mentioned above, the maximum di- 
minishing balance depreciation rates 
for tax purposes are generally adopt- 
ed in the accounts. The mill assets 
are classified into the regular build- 
ing and machinery classes, for there 
are no special rates applicable to the 
industry. 


DETAILED COSTING 

In recent years some of the most 
progressive companies have been 
studying the question of costing by 
grade and type of lumber produced. 
The objective is to put on a more 
scientific basis the selection of the 
best use for the logs. 

The first decision to be made was 
whether or not the prime cost of logs, 
which normally makes up more than 
half the cost of the finished lumber, 
should be weighted so that the high- 
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er grades of lumber would bear more 
of the cost than the lower grades. The 
consensus so far appears to be that 
the relationship between the grade 
of a log and the grade of lumber pro- 
duced from it is not constant enough 
or predictable enough to give more 
complicated procedures any signifi- 
cant advantage over simply charging 
all production with average cost of 
the particular type of log being con- 
sumed. 

At least one company has been suc- 
cessful in developing meaningful 
costs by broad grade and dimension 
groups and is continuing to expand 
the scope of its studies. Develop- 
ment of costs of this sort requires 
recording of much of the movement 
of lumber within the mill and the 
keeping of perpetual inventories of 
lumber groups. The time consumed 
in such recording is the chief bar 
to greater adoption of detailed cost- 
ing, coupled with the fact that no 
completely satisfactory way has yet 
been developed for allocating the 
wood cost. 


By-Products 

As mentioned earlier, chips are a 
very valuable by-product of the saw- 
milling operation. Other by-products 
include hog-fuel (cut-up bark used in 
industrial steam generation), saw- 
dust, wood slabs, compressed planer 
shavings and sawdust (all used for 
residential heating), broom handles, 
lath, surplus power, etc. It is usual 
to charge each by-product operation 
with the costs, other than wood cost, 
identifiable with it, showing a net fig- 
ure for by-product revenue. 

A large burner, devouring waste 
wood fed to it on a conveyor and 
giving nothing in return, was as little 
as ten years ago one of the necessary 


components of a mill. Today few of 
these burners are to be found in use. 


Inventory Valuation 

Logs are usually valued at specific 
cost, boom by boom, reduced to cur- 
rent market if that is lower. 


Lumber is frequently valued at av- 
erage cost, determined progressively 
as the weighted average of opening 
inventory and year’s production to 
date. The cost components vary. 
Some companies include depreciation 
and administration expenses and de- 
duct by-product revenues; others ig- 
nore these items in determining cost; 
there are many shades _ between. 
Lumber inventories are appraised 
against detailed estimates of realiza- 
tion value by species, grade and 
product and the realization value is 
used if in aggregate it is lower than 
cost. In comparing inventory items 
with market values, subsequent re- 
manufacturing costs and quantity 
losses should be recognized. 

Careful watch is kept on the com- 
position of the inventory, for with the 
limitations on the degree to which 
production grade and product can 
be controlled, and with the volatile 
markets, stocks of undesirable lumber 
may tend to build quickly to un- 
manageable size. 

Some years ago it was the practice 
to value lumber stocks at a fixed (and 
sometimes nominal) unit value. This 
basis failed to retain the favour of 
the income tax authorities and, hav- 
ing little else to recommend it save 
conservatism (that straw we clutch 
when better support is absent!), it 
is now rarely used. 

The use of Lifo either for logs or 
for lumber has not been encountered 
although the basis would seem ap- 
propriate. 
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Shingle Mills 


The manufacture of shingles pro- 
vides an effective utilization of cer- 
tain types of low-grade cedar logs 
and therefore mills which cut an ap- 
preciable quantity of cedar usually 
operate a shingle mill as well. 


The steps in the manufacture of 
shingles are described briefly below: 


Cutting logs to blocks: The logs are 
sawn into pieces the length of the 
shingles to be produced and then 
split or sawn into “shingle blocks” 
(sometimes called “shingle bolts”) 
of suitable size. 


Sawing and packing: Semi-automatic 
machines saw the shingles from the 
blocks in meat-slicer fashion. The 
operators pick the shingles from the 
slicing blade, trim them, stack them 
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in forms, compress them together 
with the help of a machine, and affix 
the bands. 

Drying: Similar to lumber drying. 

The common unit in which shingles 
are bought and sold is a “square”, 
which is the quantity of shingles 
which will cover 100 square feet 
when laid a_ specified number of 
inches to the weather, depending on 
the length of the shingle. Approxi- 
mately eight squares are produced 
from 1 M. feet board measure of 
logs. 

Statements covering cost of pro- 
duction for shingle mills are in the 
same form as statements for lumber 
mills, the unit cost per square of 
shingles produced ing shown 
against each heading of expense. 


Schedule 1 


ALPHA SAWMILLS LIMITED 
STATEMENT OF Locs SAwN, MONTH OF ———————— 


Opening inventory of logs ............... 


Logs purchased .......... 


Less logs sold (including insurance claims) . 


Deduct closing inventory of logs .......... 


Cost of logs sawn, to Exhibit “A” 


Schedule 2 


ALPHA SAWMILLS LIMITED 


STATEMENT OF MANUFACTURING AND ADMINISTRATION 
Costs, MoNTH OF ———————— 
Footage of lumber sawn ——————— 


Booming and sorting: 
Labour 
Supplies 





Amount Feet 
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Schedule 2 (cont’d.) 


STATEMENT OF MANUFACTURING AND ADMINISTRATION Costs, MONTH OF ———— 


Footage of lumber sawn ———— 
Sawmill operating: 
NE iC arsine ea eA eS 


SOMES PEE he 0s he 3/8 Nasa Hate daseG Sa GaAs be we Ree dls Ae ees OAS 


Sawmill maintenance: 


MMR OE 4 ecole oi25 fr dip 5 Os ara ee Siding RT aR ad eS Day wid ee 
POI i ee te ee ial sce alp raneionbs ye ¥ Sak SAH SVR eS eee 


Dry kilning (Note 1) 


ONS ccna gy Sans, har Rn bv lesion ea AS ee A 
PUN 50d wk Mes. cateca coniag eae ae Sid Rate coe vel a: oid lecRiayw SRR SS aL a ROL 


Planing mill operating and maintenance (Note 2) 


EUNINMNE Fe vo205 S15 1515 fsnG incon al e Oradea lel SaNOAANe, @ OA dg agUo.grordjeande 
MEE oe tite Iii tock te ie Shoko Wags dead are Mewe¥ ee ow hate’ 


Yard expense and transportation: 


RE ol Nt IL 8 Rt eh IAs o, ue due tclan ade Rielile fen 
NE Nb silos cod sp RoR MES aon Ve ereberee wa. wwe aed Ox 


Power plant operating and maintenance: 


MN, Si crevin Ge Saki shat ache Weise ota 2 RERASSAS Joa P asa baer 
ISR: hood ee seb u e eer aG Fd SiG AaB aN ORG Rakes 


Administration: 


TEED NUMNRE 6054 S/S) ocd dvars be sete es. He ade oe eee PERO ee Oe 
ROEM Pine fy caida Star ON tS SR cc ee ake 6 4 HE wre WA ne w REE SE AS 
Office supplies and services ...............00000 cece eee ues 
EON 5 Ane hn anid ya Suede 64 io be ND ated 60.0: G Me we ick 
DG IN TOMO 9 oiclesisscc hod a os oa as tis ce ba edslae de eesw pes 
Dues and subscriptions ................00 000s cece cece eeees 
EI MCREE EINES oo ics hora wo B/GE Sand oP a Sepleecd be Saaw ao Seeds 
NGCMITES CRMIONIND. 555 5 2G GA aoa ba oss Gaia SRK Da ADEE See 


Total manufacturing and administration, to Exhibit A 


Actual footage 
processed 
Notes: 
(1) Drykilning — labour .. ace 
— supplies 
(2) Planing mill operating and 
maintenance 
—labour....... ae. 
— supplies ....... 


Cost per M 
feet 








Spotlight on Prospectuses 


(Conclusion ) 


Cc. W. LEACH 


BEFORE THE Securities and Exchange 
Commission was established approxi- 
mately 20 years ago, the procedure 
for underwriting securities in the 
United States was very similar to 
present Canadian practice. Since 
that time, however, the SEC has 
wielded an enormous influence, and 
this is largely attributable to two fac- 
tors. 


Competitive Bidding 


The first factor is that the SEC and 
the regulatory commissions insist on 
competitive bidding for security is- 
sues of railroads and public utilities. 
Municipal issues are also sold under 
competitive bidding and so are in- 
dustrial issues to some extent, al- 
though not at the insistence of the 
SEC. 


In Canada, although there will na- 
turally be some competition in pro- 
curing underwriting business, com- 
petitive bidding as such does not 
exist (except on provincial and muni- 
cipal issues). Therefore, a Canadian 
underwriter will be willing to spend 
months in building an issue and giv- 
ing the issuing company the benefit 
of his advice and experience. If the 


issue goes through, he can at least 
expect to be remunerated upon a 
basis freely negotiated between him- 
self and his client corporation. 


By contrast, in the United States 
an underwriter faced with competi- 
tive bidding will rarely do the same 
amount of preparatory work. The 
issue will be designed and set up by 
company officials, perhaps with ad- 
vice from an underwriter on a fee 
basis. It is open to question whether 
this procedure produces the best re- 
sult. 


“Cooling-Off” Period 

The second important factor is the 
21-day “cooling-off’ period imposed 
by the SEC. This period is designed 
to give the Commission, and for that 
matter the general public, an oppor- 
tunity to examine and study the re- 
lated documents which the company 
is required to file. Such documents 
include a registration statement, a 
copy of the prospectus and a copy of 
the underwriting agreement. In ad- 
dition, the delay is intended to pre- 
vent undue haste in the consumma- 
tion of the transaction and so save 
both the public and the issuing house 
from the effect of any proposals by 
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an underwriter which might on more 
mature examination turn out to be 
unwise. 


During this “cooling-off’ period the 
commitment of underwriters is tech- 
nically no more than a moral one. But 
as with Canadian underwritings, 
it is nevertheless not considered good 
business for an underwriter to with- 
draw, though sometimes the temper 
of the market may change and make 
the affair hazardous for him. It is 
evidently very bad for the credit of 
the issuing company to have the ap- 
plication withdrawn. 


By the time the waiting period has 
begun, the issue has been set up with 
all relevant material prepared and the 
underwriter has made his bid and 
been accepted. Everything is, of 
course, subject to the approval of the 
SEC. During the wait a banking 
group will be formed from the ap- 
propriate security houses, and at the 
conclusion of the time this group will 
become signatories to the underwrit- 
ing agreement and be directly respon- 
sible to the issuing company for their 
respective portions of the issue. Here 
again is a contrast to the Canadian 
practice which assigns that responsi- 
bility to one to three underwriters 
alone. At this point in the American 
procedure, there is no distinction be- 
tween the underwriter and the bank- 
ing group. However, the next phase, 
namely the formation of a selling 
group, follows the Canadian pattern. 


Some Disadvantages 

One of the former grievances under 
the SEC was that the underwriter was 
unable to offer or, in effect, to dis- 
cuss the prospective new issue on any 
bases other than by the prospectus, 
which is usually a printed document 
running up to some 50 pages. This 


hindrance forced the investment 
houses into technical violations. Re- 
cent amendments to the Securities 
Act, however, have relieved the sit- 
uation by permitting the issuance of 
a brief descriptive “identification 
statement” or “approved summary” 
which outlines the provisions of the 
issue and may be distributed during 
the waiting period. 

Another disadvantage of the U.S. 
system is the heavy cost of going into 
an SEC registration. The minimum 
cost, which tends to be irreducible, 
includes accounting and printing ex- 
penses as well as legal fees for the 
preparation of the application. This 
minimum may be as high as $200,000, 
a very substantial figure for many 
companies. 


The Auditor’s Report 

From an accounting point of view, 
the financial data, including balance 
sheets and earnings reports, which 
appear in an American prospectus as- 
sume more the character of submis- 
sions by the issuing company than 
they do in Canada. In any event the 
prospectus customarily includes a re- 
port by the auditor which covers his 
opinion on both the balance sheet and 
earnings statements and on other re- 
lated data. A typical form of audi- 
tor’s report is shown on page 206. 


Effect on Canadian Practice 

It is hardly necessary to emphasize 
that the requirements of the Securi- 
ties and Exchange Commission con- 
cerning the registration of statements 
for new issues are very exacting and 
call for the disclosure of certain speci- 
fic information. Most of this has no 
exact counterpart in Canadian prac- 
tice. However, if a Canadian ac- 
countant audits the Canadian sub- 
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OPINION OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 


To the Stockholders, 
A. Company Inc., 
New York, N.Y. 

We have examined the consolidated balance sheet of A. Company Inc. and its con- 
solidated subsidiaries as of March 31, 1954, and the related statements of consolidated 
income and earnings retained for use in the business and of capital surplus for the 
three years then ended. Our examinations were made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances. 

In our opinion, the accompanying balance sheet and statements of income and of 
capital surplus and of retained earnings for use in the business present fairly the position 
of A. Company Inc. and its consolidated subsidiaries at March 31, 1954, and the 
results of their operations for the three years then ended, in conformity with generally 
accepted accounting principles applied on a consistent basis. Further, it is our opinion 
that the tabulation included under the caption, “Sales and Earnings of Constituent Corp- 
orations”, with respect to the company, on page 10 of the Registration Statement dated 
April 26, 1955, presents fairly, in summarized form, the information therein set forth 
as to the fiscal years March 31, 1951 through March 31, 1954, and, in accordance with 
generally accepted accounting principles, consistently maintained (except for the changes 
referred to in note (2) appended to such tabulation, in which we concur). 


sidiary of an American parent com- that the auditor of the Canadian sub- 
pany which files with the SEC, he _ sidiary would be disqualified before 
will be directly interested in two of the SEC if any member of his firm 
the SEC’s regulations. The first is or any of his relatives held even the 
that he must produce his report in smallest share interest in the U‘S. 
a form similar to that quoted above _ parent. 

because the SEC extends the re- 

quirements for prescribed phrase- General Considerations 


ology to the auditor's reports of all This article would not be complete 
constituent companies. The second without a reference to C.LC.A. Re- 
is that as the auditor of a constituent search Bulletin No. 2, issued in April 
company he must maintain an abso- 947, which deals with the standards 
lute and complete independence to- 6¢ professional practice in Canada as 
ward any client company. The exact applied to prospectuses. The points 
wording of this rule is: in this bulletin may be summarized 


“An accountant will not be con- as follows: 
sidered independent with respect (a) The auditor should review the 


to any person, or any affiliate entire prospectus to satisfy him- 
thereof, in whom he has any fi- self that the contents are not 
nancial interest, direct of indirect, misleading. 

or with whom he is, or was dur- (b) The auditor’s report should con- 
ing the period of report, con- tain an expression of opinion 
nected as a promoter, underwrit- and not merely state that the 
er, voting trustee, director, offi- statements have been prepared 
cer or employee. or examined by him. 


This very broad regulation means (c) The auditor should not express 
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opinions which are so qualified 
as to be useless to the investor 
nor should he express an opinion 
unless he has made sufficient 
examination to warrant it. 

(d) The auditor’s report should be 
reproduced in full. 

(e) An auditor may rely on the opin- 
ions of other public accountants 
to the extent generally recogniz- 
ed in accounting practice but 
should not sign any opinion for 
prospectus purposes unless he 
has knowledge of the company’s 
affairs and has made some direct 
examination himself. If he relies 
on the work of other account- 
ants, he should be in direct com- 
munication with such other ac- 
countants and so inform them. 

(f) The balance sheet should com- 
ply with current standards of 
disclosure as well as meeting 
statutory requirements. 

(g) The statement of earnings should 
be for a sufficient number of 
years to give a reasonable pic- 
ture of the operations of the 
business, and should incorporate 
in the year affected any material 
adjustments which have been 
made in subsequent years. 

(h) Earnings reports in the case of 
bond or debenture issues may 
omit the figures for income taxes 
or interest on junior securities, 
but it is preferable that these be 
shown. 

(i) The particulars of non-recurring 
profits and losses which have 
been excluded from the state- 
ment of earnings should be dis- 
closed. 

(j) Changes in the earnings state- 
ment to reflect changing condi- 
tions or expected savings should 
not be made. 


(k) The use of average figures for a 
period of years, without disclos- 
ing the annual figures from 
which the averages were com- 
puted, is considered misleading. 

(1) If a pro forma balance sheet is 
issued, complete disclosure of 
the underlying assumptions 
should be made and an opinion 
thereon should not be expressed 
unless there are firm commit- 
ments from responsible parties 
and assurance that the position 
will in fact resemble that shown 
by the statement. 

The important principle concerning 
changes in the earnings statement has 
been paraphrased above in rather 
categorical terms. The bulletin elab- 
orates on it as follows: 

“A statement of earnings is an 
historical statement. Changes in 
the figures to reflect changes or 
expected savings are dangerous, in 
that not all changed conditions are 
being reflected, whereas in fact 
the economic conditions existing 
during the period of the earnings 
statement may be entirely differ- 
ent from those prevailing today. 
To attribute to a former period cer- 
tain conditions presently existing 
and at the same time to ignore 
other changed conditions is like- 
ly to be misleading. For this rea- 
son such adjustments to earnings 
should ordinarily be avoided, but 
if used, the statements should set 
out clearly all such adjustments 
which have been made.” 

It is significant that Bulletin No. 2 
has been adopted by the Ontario 
Securities Commission as part of its 
own policy. 

Conclusion 


The purpose of stressing profes- 
sional standards in regard to pros- 
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pectuses will be readily apparent. The 
auditor’s name is so closely associated 
with the prospectus that his reputa- 
tion will be inevitably affected by the 
general character of the representa- 
tions made in it, quite apart from 
the figures on which he is reporting. 
Therefore it is essential that he be 
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given the opportunity of reviewing 
all the information the prospectus is 
to contain. The scope of the audi- 
tor’s work and the terms in which he 
should report are matters which have 
received careful examination over a 
period of many years, but still can- 
not be repeated too often. 





MERITS AND LIMITATIONS 


All collective dreams, all national ways of life, have their own individual 
merits and also their own peculiar limitations. Each way of life will encourage 
some kinds of thought and actions and wil] discourage others. 


That no one society shows all the merits possessed by the others is to 
be expected. In itself, this might not be too serious. But there appears to 
be a common and very understandable tendency for both individuals and 
societies to become complacent about the characteristic defects of their ideal 
types, and even to nourish these defects as though in some way they assisted 
the associated virtues of the type. We have all met people who gloried 
in their bad spelling, or their incapacity to add a column of figures correctly, 
as though this showed a mind above such trivialities. The English-speaking 
peoples are apt to account it a positive virtue that they tend to be poor 
linguists; they are certainly worse linguists than they need to be. These are 
not very important examples. But the habit of nourishing one’s limitations 
can be dangerous to individuals and to nations. 


The pleasures of complacency are dearly bought if they result in a 
diminished capacity to adjust skilfully to unforeseen events in the future. 
Everyone can point to individuals who have lost their best opportunities in 
life through a failure to adopt a constructive attitude toward their own 
limitations. To some extent this probably applies to most of us; and it is 
hardly far-fetched to suggest that some nations have hastened their decline 


in exactly this way. 
—From an article by T. North Whitehead in The Harvard 


Business Review, January - February 1956 








Reports on Investigations 


R. B. DALE-HARRIS 


BUSINESS INVESTIGATIONS are looked 
on by many practitioners as the most 
lively and interesting section of their 
work. It therefore seems appropri- 
ate to consider the final product of 
the investigation, so far as the ac- 
countant is concerned, and to estab- 
lish some guides for its preparation. 


Obviously, the accountant’s work 
in an investigation does not finish 
when he has submitted his report, but 
nonetheless the report is the final act 
of the investigation phase. That he 
should report well and clearly is es- 
sential. If he does otherwise he will 
fail in his duty to his client who will 
have obtained the application of his 
professional skills but will have been 
deprived of the benefit of the in- 
formation which his examination has 
extracted. To put the situation in a 
more cynical light, the accountant 
will deserve and will get little credit 
for a searching and intelligent exam- 
ination if his report fails to make the 
reader aware of his actions and de- 
ductions. 


If we presuppose an intelligent 
examination and the correct conclu- 
sions, what rules should we set our- 
selves in order to ensure successful 
reporting? It is not too difficult to 


marshal a set of helpful rules and list 

them under these headings: 

1. Content — What do we want to 
say? 

2. Style — How are we going to say 
it? 

8. Presentation — How shall we as- 
semble it? 


Content 

It is impossible to be specific about 
the content of a report without iden- 
tifying the subject, and the term 
“Business Investigation” covers a mul- 
titude of engagements. To name but 
a few, we may have an investigation 
for a prospective purchaser, for a 
major creditor, for someone propos- 
ing to lend money, or we may have 
an investigation to determine the gen- 
eral health of a business, the valua- 
tion of shares, or the proper rates for 
services. 


As an example, let us take the in- 
vestigation for a prospective purch- 
aser. The first thing the accountant 
must do is to try to put himself into 
the mind of his client and identify 
his interest with the client’s. He must 
then say to himself, “What are the 
questions I want answered?” and 
“What is the information I must have 
before me if I am to make an intelli- 
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gent appreciation of the proposition 
before me?”. It is essential to form 
at quite an early stage a clear idea 
of the scope of one’s examination and 
the form of one’s report. Though 
one cannot write a report before com- 
pleting an engagement, it is often 
helpful to rough out headings to be 
covered which will serve as a guide 
for the accumulation of notes and in- 
formation in the course of the work. 
Here are some headings and notes 
that might serve in a typical exam- 
ination for a prospective purchaser: 


Introduction 
This should normally contain a 
resume of the terms of reference 
under which the engagement was 
accepted. 


History and general nature of the 
business 
This would deal with: 

Historical record 

Products 

Source of raw materials 

Markets 

Labour supply and union agree- 

ments 
Pension schemes 
General organization. 


Present management 
Under this heading would be cov- 
ered: 
Competence 
Employment contracts 
Ages, retirement dates, etc. 
Effect of change of ownership. 


Assets and liabilities 
This would include the available 
information on the various classes 
of assets and liabilities. If there 
are any significant subsidiaries, 
these should be discussed in a sep- 
arate section of the report. 


Operations 
This section should show compara- 
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tive figures to indicate the trend in 
volume, gross profit, costs and net 
profit. 


Future prospects 

While the accountant must beware 
of making irresponsible or unsup- 
ported statements as to the future 
of a business, prospects unavoid- 
ably play a large part in the think- 
ing of any purchaser. If any ob- 
servations can be made as to future 
prospects, they should be included 
in the report. 


Taxation 
In this section would be discussed 
the tax effect of the purchase of 
shares, problems created by desig- 
nated surplus, the possibility of dis- 
allowance of interest if funds are 
borrowed to purchase shares, etc. 


Conclusions 

The accountant will normally be 
expected to state his opinion as to 
the valuation to be placed upon 
the business. This may be in the 
form of suggesting upper and lower 
limits or alternative figures might 
be arrived at by suggesting varying 
methods of computing the purchase 
price. 


Style 

Accountants have a reputation for 
being constitutionally incapable of 
expressing themselves,: a criticism 
which is not entirely fair. Account- 
ants are quite capable of expressing 
themselves; their weakness lies in the 
fact that they are apt to be repetitive 
and to resort to the extensive use of 
professional jargon, as a result of 
which their reports become unpalat- 
able to the average reader. What 
are the cures for this state of affairs? 
Obviously, no one will learn to be- 
come a finished writer by just read- 
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REPORTS ON INVESTIGATIONS 


ing this single article in The Cana- 
dian Chartered Accountant. How- 
ever, it may be possible to make some 
useful suggestions for methods of 
self-improvement. Sir Ernest Gow- 
ers, a senior official of the British 
Civil Service, was confronted with 
much the same problem when he re- 
viewed the standard of letter and re- 
port writing in its various depart- 
ments. He has published several 
books on the art of writing clearly 
and simply, and the latest of these, 
which includes the material contained 
in his earlier ones, is a book that 
every accountant should read and 
should read regularly. Its title is “The 
Complete Plain Words”, published by 
Her Majesty’s Stationery Office in 
1954. Here simple rules are laid 
down which, if followed, can hardly 
fail to improve one’s standard of writ- 
ing. There are many other helpful 
texts. 

An informative essay with a num- 
ber of useful references was included 
in The Royal Bank of Canada 
Monthly Letter for August 1955 un- 
der the title “The Right Word”. 


The author of The Royal Bank Let- 
ter says, “There are three qualities 
needed in words: accuracy, clarity 
and simplicity”. Sir Ernest Gowers 
reminds the official of his duty to 
cultivate unremittingly that clarity 
of thought and simplicity of expres- 
sion which have always been preach- 
ed by those who have studied the 
art of writing. 


For those who find it easier to 
learn by example, and in learning 
to write there can be few better 
roads, there are many models to fol- 
low. None is perhaps better than 
the Minutes of the Prime Minister, 
published as appendices to the vari- 
ous volumes of Sir Winston Church- 
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ill’s History of the Second World War. 
Sir Winston’s writing is always a 
pleasure to read, but in his wartime 
directives and memoranda, accuracy, 
clarity and simplicity are coupled 
with economy of words, urgency and 
unmistakable purpose with a success 
that is seldom equalled. Someone 
may make the objection that a style 
of writing suited to the wartime di- 
rectives of the head of state of a 
warring nation is hardly to be imi- 
tated by a professional accountant re- 
porting to his client. Perhaps so, but 
we could all improve our reports by 
following his vigorous example. 


Presentation 


There is a great deal to be said for 
making a significant document look 
important. Few accountants bind 
their reports in anything but heavy 
paper covers, yet they might do well 
to follow the example of some of the 
appraisal companies and bind their 
more-important reports in leather 
covers. If a report is to be used for 
continued reference surely a more or 
less permanent binding is justified. 
A good cover does not make a good 
report, but a good job does deserve a 
good setting. 

When we consider the form of the 
report itself, we must again put our- 
selves in the mind of our client. He 
must be able to find in the report in- 
formation on any particular aspect of 
the business that he is seeking at the 
moment. This means that there must 
be an index, preferably found at the 
beginning, to which he can refer. In 
order to help the reader to find the 
section of the report, having once 
found the heading in the index, para- 
graphs serially-numbered _ through- 
out the whole report are a great con- 
venience. Conclusions will generally 
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be summarized at the end of the 
report, and these summaries can 
usually be cross-referenced back to 
the sections of the report which ex- 
plain them. Opinions differ as to the 
relative advantages of attaching sep- 
arate schedules and financial state- 
ments as appendices or of including 
them in summarized form in the body 
of the report. In some ways the lat- 
ter is preferable but it is not always 
practical. The real requirements are 
that the presentation should be neat 
and the arrangement logical. It 
should be easy for the reader to re- 
fer to not only the conclusions but 
any one section that may draw his 
attention. 
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These notes have been written with 
some hesitation. They are directed 
to the young practitioner in the 
knowledge that the experienced ac- 
countant will have already develop- 
ed his own answer to the problem. To 
the beginner this word of encourage- 
ment is offered: It is always easy to 
speak or to write when one _ has 
something to say. We accountants 
invariably have a great deal to say at 
the conclusion of an investigation. 
The problem reduces itself to the 
question: “How do we say it?”. By 
our nature we may not be expressive, 
but our training should fit us well to 
produce reports that are accurate, 
clear and simple. 


AN ANCIENT TRIBUTE 


The following epitaph of a 17th century auditor may be seen inscribed 
on a tomb in the parish church of Chesham, Buckinghamshire: 


“Here lyeth part of Richard Bowle who faithfully served divers 
great lordes as auditor on Earth but above all hee prepared himselfe to 
give up his account to the Lord of Heaven, and now hath his quietvs est, 


and rests from his torments and labors. 


He was a lover of God’s ministers, 


a father of God’s poore, a help to all God’s people and beleeves that his 
flesh, which with the Sovle was long tormented, shall with the same 


Sovle be aeternally glorified. 


“He died the 16th of December 1626 and of his age 77.” 
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Recommendations on the 
Income Tax 


Joint Recommendations on the Income Tax Act and Excise Tax Act submitted by The 
Canadian Bar Association and The Canadian Institute of Chartered Accountants 





A. THE INCOME TAX ACT 


1. PAYMENTS BASED ON 
PRODUCTION OR USE 
S. 6(j) 

It is recommended that in connec- 
tion with payments based on produc- 
tion or use, capital payments received 
on the disposal of property should be 
excluded from this section when the 
purchase price is definite and pay- 
able within a reasonable time. 


2. DEEMED INCOME TO 
SHAREHOLDER 
S. 8(1) 

Section 8(1) provides that certain 
payments, benefits and loans received 
by a shareholder from a company 
shall be included in the income of 
the shareholder. Further, the Act 
does not specifically provide that the 
undistributed income of the com- 
pany is to be reduced by the amounts 
included in the incomes of share- 
holders under s. 8(1). 


Recommendations: It is recom- 
mended that this section should be 
amended as follows: 


(a) that all amounts included in the 
incomes of shareholders by rea- 
son of s. 8(1) should be deemed 
to be dividends and consequent- 


ly should be entitled to the bene- 
fit of the 20% dividend tax credit 
and should also be tax free in 
the hands of a shareholder which 
is a corporation; 

(b) that the undistributed income on 
hand of the corporation should 
be reduced by all amounts in- 
cluded in the incomes of its 
shareholders by reason of s. 
8(1). 


3. EXPENSES OF ATTENDING 
PROFESSIONAL CONVENTIONS 
S. ll 

It would appear from the recent 
decision in the Griffith case that the 
practice which has been followed by 
the Department of allowing reason- 
able expenses for attending conven- 
tions to be deducted in determining 
income is not authorized under the 
existing legislation. 

Recommendation: It is therefore 
recommended that provision should 
be made in the Act to authorize the 
deduction of reasonable convention 
expenses. 


4. PENSIONS FOR SELF-EMPLOYED 
S. 11(1) (i) 


The benefits allowed in respect of 
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pension fund contributions are now 
available to only those taxpayers em- 
ployed by those who have established 
approved pension plans. It is recom- 
mended that equivalent benefits be 
extended to the self-employed for 
whom approved pension plans are 
not available and for employees in- 
cluded in plans which do not take 
full advantage of the benefits allowed. 
It is recognized that administrative 
difficulties may have been the chief 
reason for this principle not having 
been adopted and it is, therefore, sug- 
gested that the following plan might 
meet the difficulties. 


Recommendations: (1) The Annui- 
ties Branch of the Department of La- 
bour and all life insurance companies 
could be invited to establish a special 
type of contract in respect of which 
they would be required to report an- 
nually to the Taxation Division 


(a) premiums received during the 
year; and 


(b) benefits paid out during the year. 


(2) Each taxpayer entering into a 
contract of this type could be allowed 
the premiums paid in as a deduction 
from taxable income, but only to the 
extent that the statutory limits had 
not been claimed in respect of other 
like contracts or in respect of ap- 
proved pension plans. 


(3) Each taxpayer would be tax- 
able in respect of benefits or pay- 
ments received under such contracts 
on the same basis as he would have 
been had the payments been received 
from an approved pension plan. 


5. DEDUCTIBILITY OF BUSINESS 
EXPENSES 


Secs. 11(1) and 12(1) as amended 
Section 12(1) of the Income Tax 
Act provides that in computing in- 
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come no deduction shall be made in 
respect of: 

(a) an outlay or expense except to the 
extent that it was made or incurred 
by the taxpayer for the purpose of 
gaining or producing income from 
a property or a business of the tax- 
payer; 
an outlay, loss or replacement of 
capital, a payment on account of 
capital. ... 


(b 


~ 


These provisions (and others as 
well) have been interpreted that 
many expenses necessarily incurred in 
carrying on the business are not now 
deductible in computing income for 
taxation purposes. Having regard to 
the present high level of taxation in 
Canada, these disallowances impose a 
definite hardship. We appreciate the 
fact that a clear definition of deduct- 
ible expenses, satisfactory to all tax- 
payers, is almost impossible to achieve 
and we believe that greater flexibility 
can be achieved without seriously im- 
pairing the revenue of the Crown and 
without changing the basic concepts 
upon which our present Act is 
founded. 


Expenditures which, although ne- 
cessarily incurred for business pur- 
poses, are held to be non-deductible 
in determining business profits under 
the Income Tax Act include: 


(1) legal and other costs including 
professional fees in connection 
with the ascertainment of income 
tax payable on business profits 
(including appeals from assess- 
ments ) or in connection with ac- 
tions brought against the busi- 
ness which do not result in the 
acquisition of any asset of endur- 
ing value already possessed by 
the business; 


(2) the costs of acquiring or protect- 
ing a franchise, or other long 
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term advantage which, though 
having in fact a life shorter than 
the life of a business, is not 
limited to a definite period in 
the document which gives rise 
to it; 

(3) the costs of obtaining a loan of 
capital (other than the interest 
paid thereon); and 

(4) expenses incurred to reduce cost 
of sales, thereby increasing tax- 
able income. 

It is submitted that the principle 
should be recognized in our Income 
Tax Act and in the administration 
thereof that expenditures of the above 
nature made and incurred for busi- 
ness purposes should be deductible 
in the determination of business pro- 
fits for taxation purposes for the year 
in which they are made or incurred, 
and that appropriate amendments 
should be made to the Income Tax 
Act. 


6. DEDUCTION OF INTEREST ON 
FIXED TERM DEBT ISSUED AT 
DISCOUNT 
S. 11(1)(c) as amended 

Under s. 11(1)(c) a deduction is 
permitted of the amount of interest 
(to the extent that it is reasonable) 
(1) upon borrowed money used for 

the purpose of earning income 

from a business or property, and 
(2) upon money payable for proper- 

ty acquired for the purpose of 

gaining or producing income 

therefrom or from a business . . . 
Where bonds or debentures to secure 
a loan are issued at a discount, i.e. 
for less than the amount repayable by 
the borrower, the borrower is allowed 
no deduction for the amount of the 
discount despite the fact that it is as 
much a cost of the loan as is the in- 
terest thereon. 


Recommendation: It is recommend- 
ed that a deduction for such charges 
as are mentioned above should be al- 
lowed in the cases of bonds, deben- 
tures and other fixed term debt is- 
sued on a basis whereby the same are 
not convertible into share capital, by 
amending s. 11(1)(c): 

(a)to permit the deduction over the 
term of a loan of an annual pro- 
vision for discount and/or under- 
writers’ commission on _ bonds, 
debentures or other fixed term 
debt (excluding debt issued on 
a convertible basis) not exceed- 
ing 5% of the face amount of the 
security; and 

(b) to permit other costs not pres- 
ently allowed incidental to an 
issue of bonds, debentures or 
other fixed term debt (excluding 
debt issued on a _ convertible 
basis) to be deductible by an- 
nual write-off over the term of 
the loan. 


7. METHOD OF COMPUTING INCOME 
AND FISCAL YEAR 
Secs. 14(1) and 139(1)(r) 

The reported decisions Ken Steeves 
Sales Ltd. v. MNR and 282 v. MNR 
indicated that some doubt existed as 
to whether a method of computing in- 
come can ever be accepted by the 
Minister in view of his right to re- 
assess. If this doubt is justified the 
effect of s. 14(1) would be nullified 
and a method of computing income 
could never be considered adopted 
and accepted so as to bind either the 
taxpayer or the Minister in future 
years. The same reasoning would 
prevent the adoption and acceptance 
of a fiscal period as in s. 139(1)(r) 
with respect to the fiscal period of a 
taxpayer so as to bind either the tax- 
payer or the Minister in future years. 


Recommendation: It is recommend- 
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ed that provisions should be intro- 
duced to the effect that: 


(a) a method of computing income 
is deemed to be accepted for 
the purpose of s. 14(1) if the 
Minister accepts such method in 
writing or if the method is not 
objected to by the Minister 
within two years after the re- 
ceipt of the original assessment 
for the first year in which the 
taxpayer adopted that method; 
and 


a fiscal period is deemed to be 
accepted for the purpose of s. 
139(1)(r) if the Minister ac- 
cepts such fiscal period in writ- 
ing or if such fiscal year is not 
objected to by the Minister with- 
in two years after the receipt of 
the original assessment for the 
first year in which the taxpayer 
adopted that fiscal period. 


8. LEASE-OPTION AGREEMENTS 
Ss. 18 

Under s. 18 property which is 
the subject of a lease-option or simi- 
lar agreement is deemed to be the 
property of the lessee, who is there- 
fore disentitled to deduct the rental 
payments in computing his income 
but may claim capital cost allowances 
based on the price of the property 
fixed by the agreement. This section 
is intended to prevent the purchaser 
from, in cffect, writing off the real 
price as rent in a shorter period of 
time than if he were confined to the 
capital cost allowances permitted by 
the Regulations. It follows that if the 
option price fixed by the agreement 
is in fact not less than the fair market 
value of the property at the date of 
the agreement, an inequity results 
from the allowance to the lessee of 
smaller annual deductions than the 
rent which he pays. 
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Recommendation: It is accordingly 
recommended that the provisions of 
s. 18 should not apply in the case 
of real property if the option price 
fixed by the agreement is not less 
than the fair market value of the 
property at the time the agreement 
is made. 


9. DETERMINATION OF VALUE OF 
DEPRECIABLE PROPERTY 


S. 20(6)(g) 

This section does not require that 
the Minister consult both the vendor 
and the purchaser before making a 
determination of an amount which 
could reasonably be regarded as be- 
ing the consideration for disposition 
of depreciable property of a taxpayer. 

Recommendation: It is reeommend- 
ed that this section be amended to in- 
troduce the procedure contemplated 
under s. 85E(2) with respect to the 
sale of inventories. 


10. DIVIDEND CREDITS 
Secs. 26 and 38 

Where the income of a wife is over 
$250 but below $1,000, the excess of 
her income over $250 is, in effect, 
added to the husband’s income 
through a reduction of his marital 
exemption. If the income of the wife 
consists of dividends, the 20% tax 
credit is lost. 

Recommendation: It is recommend- 
ed in such cases that the husband be 
allowed the 20% credit on that portion 
of the dividends by which the hus- 
band’s taxable income is increased. 


11. CHARITABLE DONATIONS MADE 
BY CORPORATIONS 
S. 27(1)(a) 

Under s. 27(1)(a) gifts made by a 
person in a taxation year to recog- 
nized charities are deductible in com- 
puting the taxpayer’s income to the 
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amount of 5% of a corporation’s and 
10% of an individual’s income for the 
year. In the case of a corporation or 
an individual carrying on business, 
the contribution is not recognized as 
an ordinary business expense, how- 
ever, with the result that the amount 
thereof is not taken into account in 
computing the amount of a business 
loss which may be applied against 
the profit of the preceding year and 
the five succeeding years under s. 
27(1)(e). 

In the conditions of today charit- 
able contributions have, in effect, be- 
come ordinary business expenses 
which virtually every person carrying 
on business finds it necessary to make 
as a member of the community. More- 
over, corporations and businessmen 
frequently find it necessary to make 
binding commitments to contribute a 
certain amount annually for a num- 
ber of years to charitable bodies with 
respect to capital campaigns for the 
expansion of essential community 
services. It may thus happen that in 
any year the amount of a taxpayer's 
charitable contributions are found at 
the close of that year to exceed the 
statutory limit and no deduction can 
be made for the excess in that year 
or in succeeding years. 


Recommendation: It is accordingly 
recommended that the Act be amend- 
ed to permit the amount of charitable 
donations made in any year but not 
deductible in that year to be deduct- 
ible in any of the five succeeding 
vears. 


12. DESIGNATED SURPLUS OF 
RELATED CORPORATIONS 
S. 28(2) et seq. 
It is considered that this section 
and other sections which are con- 
cerned with designated surplus go so 


far that they impose a tax penalty on 
business transactions which are nor- 
mal and desirable for ordinary busi- 
ness purposes, particularly where the 
corporations concerned are subject to 
the same final beneficial ownership. 


Recommendations: (1) That the 
sections do not apply to changes in 
control where final beneficial owner- 
ship has not been changed. 

(2) That a court or board of ap- 
peal be set up to review proposed 
transactions with a view to determin- 
ing whether they should be excluded 
on the grounds of having legitimate 
and reasonable business purposes not 
primarily to avoid taxes. 


13. TAX ON RENTAL INCOME 
S. 32(5) 

Under recent amendments to the 
Income Tax Act rental income is no 
longer treated as investment income 
and subject to the 4% tax. It is under- 
stood, however, that rental income 
received by beneficiaries of an estate 
or shareholders of a personal corpora- 
tion will be subject to this surtax. 

Recommendation: It is recommend- 
ed that rental income received 
through an estate or by shareholders 
of a personal corporation be exempt 
from surtax in the same way as rental 
income received directly. 


14. TAX CREDIT ON TAXABLE 
DIVIDENDS FROM PERSONAL 
CORPORATIONS 
Secs. 38 and 67(7) 

The tax credit to which an indi- 
vidual is entitled under s. 38 in 
respect of dividends received by him 
in the year from taxable corporations 
to the extent that such dividends were 
included in computing his income for 
the year does not extend to certain 
dividends received by an individual 
from a personal corporation in a year 
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notwithstanding that the dividends 
are required to be included in com- 
puting the income of the shareholder 
under s. 67(7). 

Recommendation: It is reeommend- 
ed that the Act be amended to allow 
a tax credit in respect of dividends 
received by an individual in a year 
from a personal corporation to the ex- 
tent that such dividends are required 
to be included in computing his in- 
come for the year under the provi- 
sions of s. 67(7). 


15. CREDIT FOR PROVINCIAL 
CORPORATION INCOME TAXES 
S. 40: Regs. Part IV 

The announced intention of s. 40 
was that a company which resided or 
carried on business in a Province 
which imposed a corporate income 
tax should not, merely because of that 
circumstance, be subject to a greater 
total amount of taxation, apart from 
that arising from variations in pro- 
vincial taxes, than any other company 
which did not reside or carry on 
business in the Province. The credit 
under s. 40(1)(b) was clearly in- 
tended to produce this equalizing re- 
sult. 


Because of the differences between 
the rules of allocation of a company’s 
income under the Quebec Corpora- 
tion Tax Act and under Part IV of 
the Income Tax Regulations, equali- 
zation will rarely occur in the case 
of a company which carries on part 
of its activities in Quebec and part 
in some other Province or Provinces. 
In many cases, the credit under s. 40 
will fall far short of the tax imposed 
by Quebec and, in other cases, the 
credit will exceed the Quebec tax by 
a substantial margin. For example, 
in the case of a manufacturing com- 
pany, the usual results will be: 


(a) a tax credit that falls short of 


the Quebec tax if the manufac- 
turing facilities are chiefly out- 
side Quebec; and 


(b) a tax credit that exceeds the 
Quebec tax if the manufacturing 
facilities are chiefly in Quebec. 

The situation described is most un- 

desirable and ought to be corrected. 


Recommendation: It is accordingly 
recommended that the Government of 
Canada take this matter into consider- 
ation with a view to finding a basis 
of agreement with the Government 
of the Province of Quebec respecting 
the allocation of the income of a 
company to the various places where 
it carries on business in order that 
there may be no discrimination be- 
tween companies as above described. 


16. AVERAGING INCOMES OF 
FARMERS AND FISHERMEN 
S. 42 

Under s. 42 the income of a farmer 
or fisherman may be averaged in five- 
year blocs in accordance with the 
requirements set out in this section, 
whence it follows that if a farmer 
or fisherman dies before an averaging 
bloc is completed there is no right to 
average his income for the period ex- 
pired to the date of his death. 

Recommendation: It is accordingly 
recommended that s. 42 be amended 
to permit the income of a farmer or 
fisherman to be averaged for the 
period commencing with the taxation 
year immediately following his last 
averaging period and _ terminating 


with the taxation year in which he 
died. 


17. ASSESSMENT OF ANNUAL LOSSES 
S. 46(1) 

This section provides that the Min- 
ister shall, with due dispatch, examine 
each return of income and assess the 
tax for the taxation year, etc. The 
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Act does not require that any action 
shall be taken with respect to a loss. 

Since it is the duty of the Minister 
to examine the returns each year, it 
is submitted that it would be of great 
assistance, both to the taxpayer and 
to the Division, if any differences be- 
tween a loss as computed by the tax- 
payer and as found by the Minister 
was reported to the taxpayer by a 
notice which would have the same 
force and effect as an assessment for 
all purposes of the Act. 

Recommendation: It is recommend- 
ed that s. 46(1) be amended accord- 
ingly. 


18. LIMITATIONS ON RE-ASSESSMENT 
S. 46(4)(b) 

This section imposes on the Minis- 
ter in the absence of fraud a time 
limit of six years from the date of the 
original assessment, within which 
time he may re-assess or make addi- 
tional assessments. Where the orig- 
inal assessment has not been made for 
several years after the date of filing 
the applicable returns, it results in the 
time limit on re-assessment being ex- 
tended over the six year period from 
the date of filing. 

Recommendation: It is suggested 
that for the purpose of s. 46(4)(b) 
the words “from the day of the orig- 
inal assessment” be deleted and re- 
placed by the words “from the day on 
which the return should have been 
filed”. 


19. CERTIFICATE BEFORE 
DISTRIBUTION 
S. 52(2) 

As s. 116(4) provides for accept- 
ance of security for the payment of 
taxes, the granting of a certificate 
by the Minister under s. 52(2) should 
be extended to cover cases where 
security is given. 


Recommendation: It is therefore 
recommended that s. 52(2) be am- 
ended to read as follows: 


Every assignee, liquidator, admin- 
istrator, executor and other like 
person, other than a trustee in 
bankruptcy, before distributing any 
property under his control, shall 
obtain a certificate from the Min- 
ister certifying that taxes, interest 
or penalties that have been assess- 
ed under this Act and are charge- 
able against or payable out of the 
property, have been paid or that 
payment thereof has been secured 
under s. 116(4). 


20. REFUNDS 
Secs. 57(1)(b) and 123(7) 


It has been found that the 12- 
month period provided in s. 57(1)(b) 
has not been adequate. For instance, 
where the taxpayer is entitled to 
foreign tax credits but the foreign 
government has not completed its as- 
sessments, and on the dissolution of 
a partnership with resulting litigation 
which cannot be completed within 
the statutory period. It is also felt 
that the 2 year period provided by 
s. 123(7) should be extended. 


The equivalent section of the 
United Kingdom Legislation fixes the 
refund limitation period at six years 
from the end of the year in which 
the assessment is made. AlJso, under 
the Canadian Act the Minister may 
re-assess or make additional assess- 
ments within six years from the date 
of an original assessment. 


Recommendation: It is recommend- 
ed that the present 12-month limita- 
tion period with respect to refunds 
under s. 57(1)(b) and the present 
two year period under s. 123(7) be, 
in each case, extended to six years. 








21. SPECIAL CONTRIBUTIONS’ BY 
EMPLOYERS TO SUPERANNUATION 
FUNDS 
S. 76 


Section 76 provides that where an 
employer makes a special payment 
into a pension fund or plan in respect 
of past services, the payment may be 
deducted over a period of ten years. 
The payment can be made either in 
instalments or can be prepaid. A 
problem arises in cases where such a 
special payment is prepaid and then, 
before the full amount of the payment 
has been deducted, the assets of the 
taxpayer are sold and the taxpayer 
ceases to have income against which 
the deductions can be claimed. 


A taxpayer makes such a special 
payment on the understanding it will 
be deductible for corporate tax pur- 
poses. The Department of National 
Revenue favours the early funding of 
pension plans as a matter of policy. 
However, at the time such a special 
payment is made by a taxpayer, it 
cannot be forecast whether the tax- 
payer will discontinue business or sell 
its business within ten years and 
cease to earn income. In these cir- 
cumstances it is submitted that the 
special payment should be deductible 
in full for corporate tax purposes. In 
a case where the purchaser of assets 
continues the pension plan, it is con- 
sidered that the purchaser should be 
entitled to deduct the unamortized 
portion for tax purposes of the special 
payment because the prepayment will 
normally be reflected in the purchase 
price for the assets. However, if the 
purchaser is granted the deduction, 
the vendor should not also be allowed 
the deduction either for corporate 
tax purposes or in calculating its un- 
distributed income on hand. 


Recommendation: It is accordingly 
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recommended that, where a taxpayer 
has made a special pension payment 
in respect of past services and sells 
all or substantially all the assets of 
its business at a time when the pay- 
ment has not been fully deducted and 
the purchaser continues the pension 
plan in effect, the vendor and purch- 
aser should be entitled to make an 
election which will in effect place 
the purchaser in the same position 
as the vendor had been with respect 
to the deduction of the unamortized 
balance of the special payment. An 
analogous provision is s. 85D relating 
to accounts receivable and reserves 
for doubtful accounts. 


The amendment should provide 
that, if such an election is made, 


(a) the purchaser will be entitled to 
deduct the portion of the special 
payment or payments not de- 
ducted by the vendor, at the 
same rate per year as the vendor 
would otherwise be entitled to 
deduct such payment or pay- 
ments; and 


the vendor would not be entitled 
to deduct the unamortized por- 
tion of the special payment or 
payments either in computing its 
income or, if a corporation, in 
computing its undistributed in- 
come on hand. (See s. 82(1)(a) 
(ii) (C)). 

It is also recommended that in a 
case where the taxpayer discontinues 
bsuiness, without sale, the whole of 
the then unamortized payments be 
made deductible from taxable income. 


(b) 


22. EMPLOYEES PROFIT SHARING 
PLANS 
S. 79 
There are instances of commercial 
or industrial enterprises operating dif- 
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ferent branches of the business 
through the medium of separate op- 
erating companies. As_ necessity 
arises through expansion and promo- 
tion it is advisable to transfer em- 
ployees from one company to an- 
other. As all employees are essen- 
tially working for one concern it is 
thought to be much fairer to them 
to establish one profit sharing plan 
covering all the employees of all the 
companies. 


Recommendation: It is therefore 
recommended that authority be given 
in the statutes to permit a profit shar- 
ing plan to cover the employees of all 
companies associated in one enter- 
prise with a view to these companies 
pooling their contributions from pro- 
fits in order that the employees may 
participate equally under the profit 
sharing arrangement. 


23. EMPLOYEES PROFIT SHARING 
PLANS 


S. 79(4) 


This section provides that an em- 
ployer may deduct from his income 
an amount paid under an employees 
profit sharing plan during a taxation 
year or within 60 days thereafter. The 
section originally required the amount 
to be paid within the taxation year, 
but subsequently the time for pay- 
ment was increased to 60 days after 
the end of the taxation year. This 
time limit, in many cases, does not 
permit a corporation to determine 
what profits it has available out of 
which it would make a contribution 
to the plan. 


Recommendation: Accordingly, it is 
recommended that s. 79(4) be am- 
ended by substituting “120 days” for 
“60 days”. 


24. EMPLOYEE BENEFITS — MEANING 
OF WORD “ACQUIRED” 
S. 85A 

The section uses the word “ac- 
quired” in two different senses. In 
s. 85A(1)(a) the tax liability of the 
employee is fixed if he has acquired 
shares under an agreement and the 
value of the shares at the time he ac- 
quired them exceeds the amount paid 
or to be paid. The first use of the 
word “acquired” obviously means tak- 
ing up shares under the agreement. 
In the second use of the word “ac- 
quired” it could mean date of acqui- 
sition of the right (i.e. option agree- 
ment) or it could mean the date the 
shares were taken up and received. 
It is understood that the Departmen- 
tal view is the latter although the for- 
mer interpretation could also be 
adopted by a taxpayer. 

Recommendation: It is recommend- 
ed that the wording of this section , 
be clarified so that neither the tax- 
payer nor the Department find it ne- 
cessary to have a court interpret the 
same. 


25. REVOCATION OF ELECTION TO 
BE TAXED ON 1949 SURPLUS 


S. 105 


Under this section when a corpor- 
ate taxpayer elects to pay a tax on 
its 1949 undistributed income, it be- 
comes liable for any additional tax 
that may be found payable on assess- 
ment. 

The computation of undistributed 
income in many cases goes back as 
far as 1917 and frequently there are 
unknown or doubtful items, some of 
which may be quite material. An 
example might be where substantial 
additions are made to the undistribut- 
ed income arising from surpluses 
transferred from predecessor com- 











panies of which the taxpayer may 
have had no knowledge. 

Because of the possibility of ma- 
terial differences arising in the com- 
putation of undistributed income due 
to unknown factors, the difficulty of 
adequately determining all the facts 
of particular transactions after a num- 
ber of years, the existence of differ- 
ences of opinion on interpretation of 
the law, and the possibility of honest 
errors, a large additional amount of 
tax may be assessed that the taxpayer 

‘is unable or unwilling to pay. 

Recommendation: It is therefore 
recommended that the taxpayer be 
given the right to revoke an election 
and recover tax already paid under 
this section where the assessed tax 
exceeds the estimated tax by more 
than a prescribed percentage. 


26. TAX-PAID UNDISTRIBUTED 
INCOME 
S. 105(1), (5) and (8) 

Where a taxpayer fails to pay any 
additional tax assessed under s. 
105(1) within 30 days from the day 
of mailing the notice of assessment, 
he is liable to pay the additional tax 
but can receive no benefit from the 
payment because subsecs. (5) and 
(8) limit the amount on which the 
tax is deemed to have been paid to 
100/15th of the tax paid with the 
election or within 30 days of the 
date of mailing the notice of assess- 
ment. 

In certain cases valid reasons may 
exist why the additional tax is not 
paid within the prescribed time. 

Recommendation: It is accordingly 
recommended that with respect to 
any additional tax actually paid after 
30 days from the date of mailing 
of the notice of assessment, the tax- 
paid undistributed income should be 
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increased by an appropriate amount 
in respect of any such additional tax 
so paid. 

27. EXEMPTIONS FROM TAX ON 

DESIGNATED SURPLUS 
S. 105b 

Section 105B levies a tax on desig- 
nated surplus in a corporation whose 
control was purchased by a personal 
corporation subsequent to December 
31, 1954. Since the entire income of 
a personal corporation is taxed in the 
shareholders’ hands at personal rates, 
it is considered that the extra tax on 
designated surplus is inequitable. 

In the case of a non-resident cor- 
poration purchasing a Canadian cor- 
poration, any distribution of the 
designated surplus is taxed at 15% and 
the tax is payable by the purchased 
corporation. It is submitted that the 
tax be levied only on that part of the 
dividend out of designated surplus 
which is payable to the foreign cor- 
poration. 

Recommendations: 
recommended: 

(1) that s. 105B(1)(b) restrict the 
reference to s. 62 so as to exclude 
personal corporations; and 

(2) that the 15% tax applicable 
under s. 105B(1)(d) be limited to 
the portion of the dividend to which 
the foreign company would be en- 
titled. 


28. ARM’S LENGTH — IRREBUTTABLE 
PRESUMPTION 
S. 139(5) 

Section 139(5) provides that re- 
lated persons shall be deemed not to 
deal with each other at arm’s length 
and that it shall be a question of fact 
whether persons not related to each 
other were at a particular time deal- 
ing with each other at arm’s length. 
It is submitted taxpayers should not 
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be subject to taxation in Canada on 
the basis of relationships which are 
conclusively presumed to exist but 
which in many cases ‘do not in fact 
exist. 

Recommendation: It is reeommend- 
ed that, in place of the irrebuttable 
presumption that related persons as 
defined by subsecs. (5a) to (5d) and 
(6) of s. 139 do not deal with each 
other at arm’s length, the Act should 
provide that they shall be presumed 
not to deal with each other at arm’s 
length so that the taxpayer may have 
the opportunity of rebutting the pre- 
sumption by evidence satisfactory to 
a court of law. 


29. LEASEHOLDS, PATENTS, FRAN- 
CHISES, CONCESSIONS, LICENCES 
Reg. 1100(1)(b) 

Under reg. 1100(1)(b) the capital 
cost allowance for leasehold property 
is computed separately in respect of 
each property and on a straight-line 
basis, although all of such leasehold 
property constitutes one class under 
class 13 of Schedule B. The same is 
true under reg. 1100 (1)(c) of 
patents, franchises, concessions and 
licences described in class 14 of 
Schedule B. Under s. 20(1) and 
reg. 1100(3), however, all of a tax- 
payers property of one of the classes 
described is lumped together for the 
purpose of recapturing capital cost 
allowances and claiming a terminal 
allowance. 

Recommendation: It is recom- 
mended that a taxpayer have the right 
to elect that each item of property 
described in classes 13 and 14 of 
Schedule B constitute a separate class 
so that the recapture and terminal 
provisions, as well as the percentage 
deduction provisions, may apply to 
each property separately and _ that, 


once an election is made, it be bind- 
ing on the taxpayer except with the 
consent of the Minister. 


30. LEASEHOLDS, CAPITAL COST 
ALLOWANCES 
Reg. 1102(4) and (5) 

In the case of long-term building 
leases, e.g. for 99 years (leases of 
that duration being common particu- 
larly in the Province of Newfound- 
land), where the consideration in- 
cludes substantial amounts for build- 
ings which were upon the land at the 
time the lease was executed, the 
leaseholder can claim capital cost al- 
lowances under regs. 1100(1)(b) and 
1100(9) only at the rate of 24% in 
respect of the cost of such buildings, 
and only the cost of buildings erected 
since the execution of the lease are 
eligible for capital cost allowances 
under regs. 1102(4) and (5) at the 
higher rates authorized for buildings 
on freehold land which fall under 
class 3 or class 6 of Schedule B. No 
doubt this inequity to long-term lease- 
holders was inadvertent. 

Recommendation: It is reecommend- 
ed that taxpayers have the right to 
elect to claim capital cost allowances 
in respect of pre-existing structures on 
leasehold property at the rates author- 
ized for property of class 3 or class 6 
rather than the rate for property of 
class 13. 


31. NOTICE OF REASSESSMENT — 
APPEAL PROCEDURE 

The original notice of assessment 
indicates on the reverse side in small 
print the procedure which must be 
adopted if the taxpayer wishes to ob- 
ject to the assessment. The notice of 
reassessment is more likely to give 
rise to an objection by the taxpayer, 
It does not contain such a statement 
but simply refers to the original 
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notice in a note appearing at the 
bottom of the reverse side. Neither 
notice makes any easily seen refer- 
ence to the objection procedure on its 
face. 


Recommendation: It is reeommend- 
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ed that the wording which appears on 
the reverse side of the original notice 
of assessment setting out the objec- 
tion procedure should be repeated in 
bold print on the face of the notice 
of reassessment. 


B. THE EXCISE TAX ACT 
Secs. 50(9), 53(1), 53(3) and 61 


It is recommended that s. 53(1) 
of the Excise Tax Act which imposes 
a criminal penalty for the non-pay- 
ment of sales tax be repealed and that 
s. 53(3) imposing a criminal penalty 
upon officers, directors or agents of 


companies, s. 61 imposing a penalty 
for collecting excess sums from cus- 
tomers and s. 50(9) penalizing bona 
fide purchasers and lenders on securi- 
ties of book debts and negotiable in- 
struments be revised. 


A LAYMAN’S GLOSSARY OF ACCOUNTING TERMS 


Accelerated depreciation 
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SHAREHOLDERS Equity — Cont’p 

It is important that the sharehold- 
ers’ equity be presented in such a way 
that each shareholder and prospective 
investor may have a clear picture of 
the capital structure of the company. 
Because Canadian accountants have 
achieved a fairly high degree of ef- 
fectiveness in the presentation of 
capital stock, our discussion at this 
time is devoted to the consideration 
of surplus and miscellaneous items 
forming part of the shareholders’ 
equity. 

In any clear picture, there are two 
basic characteristics: completeness of 
information and clarity of expression. 
Most of the suggestions of Bulletin 
No. 11 are concerned with the ad- 
vancement of this latter quality in the 
presentation ef corporate surplus. 
The committee emphasizes that the 
interests of clarity will be served if 
the items of surplus are adequately 
qualified and segregated into proper 
classifications. 

The related statistical analyses of 
published annual reports of Canadian 
companies disclose that, in some 
areas, the recommendations of the 
committee had already become fairly 
generally accepted as techniques of 
clear expression. On the other hand, 
they also show a rather alarming de- 
gree of ineffectiveness and lack of 
uniformity in other areas. 


Terminology re Earned Surplus 


It is apparent from Table 23(a) 
of “Financial Reporting in Canada”, 


set out on page 226, that the term 
“Earned Surplus” is the most popu- 
lar designation of the unappropriated 
balance of amounts earned in the 
conduct of business. While this term- 
inology far exceeds its closest rival, 
a comparison of current analyses with 
those of the 1949 financial statements’ 
indicates that its use has decreased 
from 80% in 1949 to 69.1% in 1954. 
More descriptive phrases which also 
emphasize the retention of earnings 
are gradually gaining prominence. 
Designations like “Earnings retained 
for use in the business”, “Income em- 
ployed in the business”, “Profits re- 
tained for use in the Business”, “Re- 
tained earnings’, etc. were used in 
17.4% of the 1954 balance sheets as 
compared with only 3% in 1949. 


Accountants are becoming increas- 
ingly aware that a single-word desig- 
nation of surplus is not sufficiently in- 
formative. In 12% of the balance 
sheets analyzed in 1949, the earned 
surplus was described merely as “Sur- 
plus”. In 1954, this percentage was 
only 6.6%. The decline in usage from 
1953 to 1954, 4.3% (12 companies), 
could perhaps be partly attributed to 
the recognition of the suggestions 
made by the American Institute of 
Accountants in 1953 on the usage of 
the term surplus. At any rate this im- 
provement had occurred before the 
release of C.I.C.A. Bulletin No. 11. 


1 Approximately 2/3 of the current survey 
companies had been included in the 
1949 analysis. 
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The designation “Deficit” was used 
in all cases where the net accumula- 
tion of earnings was a negative figure. 

The miscellaneous category of 
Table 23(a) included descriptions 
such as: “Revenue Surplus”, “Rein- 
vested Earnings”, “Distributable Sur- 
plus”, “Earnings Invested in the 
Business” and “Undistributed Income 
Reinvested in the Business”. 


There have been considerable un- 
necessary variations in terminology 
used to describe the earned surplus. 
For example, the 41 items classified 
in the second category of Table 
23(a), in 1954, were identified by 
some 13 different descriptions. These 
included the following: “Retained 
earnings in use in the business”, 
“Earnings retained for use in the 
business”, “Earnings retained and 
used in the business”, “Earnings re- 
tained and employed in the business”, 
“Earnings employed in the business”, 
“Earnings retained in the business”, 
“Profits retained in the business”, “In- 
come retained in the business”, etc. 
Each of the descriptions in the group 


“Miscellaneous” appeared only once 
in the statements analyzed. This 
would make a total of 29 different ex- 
pressions used, in 1954, to describe 
earned surplus. If we were to elim- 
inate those companies using the term 
“Earned Surplus” and “Deficit” re- 
spectively, it would show 27 varia- 
tions of wording in 78 balance sheets. 

Variations, such as those referred 
to above, reflect personal preferences 
rather than differences in circum- 
stances peculiar to the individual 
companies. While most of these vari- 
ations are relatively unimportant to a 
person with some understanding of 
accounting terminology, they could 
cause unnecessary confusion to the 
untrained reader. 


Terminology re Miscellaneous 
Surplus Items 


CaPITAL SURPLUS 

Table 26(b) of “Financial Report- 
ing in Canada”, set out on page 227, 
classifies the miscellaneous surplus 
items, appearing in the survey bal- 


TABLE 23 — EARNED SURPLUS 


(a) Terminology — earned surplus 
Earned surplus pee. oe ke 


1953 1954 
No. No. 
Co’s. % Co’s. % 


188 68.4 190 69.1 


Earnings / income / profit, retained for use / employed 


in business 
Surplus 
Retained earnings 
Profit and loss surplus 
Unappropriated surplus 


Retained and used in the business ..... 


Deficit 
Miscellaneous® 


Total 


Joe 36 13.1 41 14.9 


er 380 10.9 18 6.6 
3 1.1 a 2.5 
2 0.7 1 0.4 
ee 1 0.4 1 0.4 
pene teie wins s3 2 0.7 - a 
= ae 4 1.4 7 2.5 
irre mentees. 9 oO 10 3.6 
275 100 275 +100 














° This includes one company which showed “gross profit on sales” as a deduction from 
development and general expenses in both 1953 and 1954. 
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TABLE 26 — OTHER SURPLUS ITEMS 


1953 1954 
No. No. 
Cases % Cases % 
(b) Types 

MOM nin one ca ae sd ete seee esac 69 48.9 TW 46.4 
tM tdi nt deka nb. . €¢ 2 7 46 
Purchase and/or redemption of preferred shares .. 28 18.5 29 19.0 
PEERING S625. 505s ielsidb ce FER 7 5.0 8 5.2 
AOIROU AINE 5 ut 3 id kw SES ON 4 os 12 8.5 12 7.8 
Appraisal of fixed assets ................ ll 7.8 17 it 
RUROINI Sc tp i Hes is ss eed ars dads yoo 2 1.4 5 3.3 
Premium on shares issued .............. 8 oy 2 1.3 
Nw se inte ah tes in ee aie ti Piees 2 auserenceid ¢ 6 5 3.5 2 1.3 

UML. sci tn wud onc avcietiaie eid vrs niece Se Sees 141 100 153 100 


® Includes one appraisal increase credit which was described as “capital surplus”. 
Note:This table does not include appraisal increase credits described as “surplus” which 
are excluded from shareholders’ equity section. 


ance sheets, into nine main types. 
A substantial proportion of these bal- 
ances unfortunately did not carry 
very informative designations. Prac- 
tically all of the items included in the 
category “Capital” in Table 26(b) 
were described as “Capital Surplus” 
without any elaboration or comment. 
This category represented 46.4% of 
the miscellaneous surplus items ap- 
pearing in the 1954 survey balance 
sheets. As indicated in Bulletin No. 
11, this term has been used rather 
freely in the past to designate a va- 
riety of different things. Consequent- 
ly, under the circumstances men- 
tioned above, it was extremely diff- 
cult, and in some instances impos- 
sible, to determine just exactly what 
the balance represented. However, 
the disclosure of changes in “Cap- 
ital Surplus” during the financial 
period provided, in many cases, some 
indication of the type of item or items 
included in the designated balance. 
Notes appended to the financial state- 
ments or the statement of capital sur- 
plus set out adjustments such as: 


“Capital gain on disposal of fixed as- 
sets”, “Excess of appraisal value of the 
fixed assets over net book value there- 
of as at.... ”, “Discount on first 
mortgage sinking fund bonds re- 
deemed during the year”, “Par value 
of preferred shares purchased for 
cancellation”. A complete under- 
standing of the true nature of the 
figure shown as “Capital surplus” 
could only be arrived at by tracing its 
development back through previous 
financial reports to that point at 
which it first appeared. This would 
be, in most cases, a rather tedious task 
which could easily be avoided if the 
figure were adequately identified by 
properly descriptive terminology in- 
dicating its actual source or sources. 


SECTION 61 REDEMPTIONS 


Most of the items classified as “Pur- 
chase and/or redemption of preferred 
shares” were described by phrases 
such as “Capital surplus arising from 
the redemption of preferred shares”, 
“Capital surplus on redemption of 
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preferred shares”, “Capital surplus re- 
sulting from purchase of preferred 
shares”, “Capital surplus arising from 
purchase and cancellation of pre- 
ferred shares” and “Capital surplus 
segregated pursuant to Section 61 of 
the Companies Act”. The designa- 
tion “Capital surplus” fulfills the stat- 
utory requirements of section 61 of 
the Companies Act (Canada), 1952. 
The additional qualification explains 
the reasons for this segregation of 
corporate surplus but does not dis- 
close the source of the surplus from 
which it is made. This item is, in 
reality, “earned surplus restricted as 
to distribution to the shareholders” 
(Bulletin No. 11). The committee 
suggested that adequate disclosure of 
the source of items of this type could 
be accomplished by their classifica- 
tion under the heading “Earned sur- 
plus” or in some circumstances by 
way of a note. 


APPRAISAL CREDITS 

In 1954, a total of 26 of the sur- 
vey companies indicated the dispo- 
sition of the credit resulting from the 
recording of an appraisal of fixed as- 
sets. Of these, 18 were shown as 
part of the Shareholders’ Equity. 
Table 25(a) of “Financial Reporting 
in Canada”, set out on page 229, 
shows that 10 different terms were 
used to describe the appraisal in- 
crease credit. The five designations 
which made use of the word “surplus” 
were used in 19 of the 26 cases. As 
stated in Bulletin No. 11, this item 
should not be described as “surplus” 
or “reserve” since it represents an 
unrealized increase. Except for three 
cases in which the credit was desig- 
nated merely as “Capital surplus”, the 
descriptions indicated clearly that the 
balance resulted from a restatement 
of the company’s fixed assets. 


SURPLUS OF CONSOLIDATION 

In 1954, all but two of the items 
classified in Table 26(b) as “Con- 
solidation” were explained by the use 
of phrases such as: “Capital surplus 
(excess of book value of subsidiaries 
at date of acquisition over cost of in- 
vestment)”, “Surplus arising on con- 
solidation of subsidiary company, rep- 
resenting excess of book value of net 
assets over the cost of the shares” and 
“Excess of book value of net assets 
of a subsidiary on acquisition over the 
investment therein”. The two ex- 
ceptions were described merely as 
“Consolidation surplus”. The word 
“surplus” appeared in the descrip- 
tion in six of the 12 cases in 1954. 


DISTRIBUTABLE SURPLUS 


The designation “Distributable Sur- , 


plus” was assumed to reflect compli- 
ance with the statutory requirements 
as to special designations of certain 
items of realized surplus. This de- 
scription was expanded in four of the 
eight balance sheets, in 1954, by the 
following explanatory phrases: “aris- 
ing from rearrangement of capital”, 
“set-aside on organization of com- 
pany’, “balance of amount set aside 
in 1952”, and “set aside under sec- 
tion 12(10) of the Companies Act”. 
The first three of these comments can 
hardly be said to be clear indications 
that this item had been received by 
way of contributions from the share- 
holders, and even the fourth would 
be understood only by those having a 
knowledge of the requirements of the 
Companies Act (Canada), 1952. 


Tax Paw UNDISTRIBUTED INCOME 

In seven cases in 1954, information 
relating to the availability of items of 
surplus was disclosed by the segrega- 
tion of an amount described by such 
terms as “Tax paid undistributed sur- 
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TABLE 25 — APPRAISAL INCREASES — CREDIT 


1953 1954 
No. No. 
Co’s. % Co’s. % 
(a) Terminology 

Capital surplus arising on appraisal ...... 4 2:2 9 34.6 
Surplus arising on revaluation or appraisal . 5 27.8 5 19.2 
Excess of appraisal value over depreciated 

cost / book value 2 123 3 11.5 
Capital surplus 2 LUI 8 11.5 
Capital surplus arising on eupreteal — edbunmeats 1 5.6 1 3.8 
Capital surplus by valuation of assets ... 1 5.6 1 3.9 
Credit arising from appraisal ...... 1 5.6 1 3.8 
Appraisal increase in valuation of fixed assets over 

NN hic ute nied GEG obs sas 5.5 ] 9 
Reserve for revaluation ............ _ _ 1 3.9 
Appraisal value in excess of degreciated value / de- 

preciated book value 1 5.5 ] 3.9 

Total showing appraisal increase credit 18 100 26 ~=100 
Appraisal increase credit not shown 71 63 

Total showing assets valued on basis of appraisal 89 89 
No appraisal of assets 186 186 

WN oor dshwnwasaadeakwen 275 275 


plus”, “Tax paid undistributed in- 
come” and “Tax paid surplus”. Such 
descriptions clearly indicate that this 
item represents amounts which could 
be distributed free of further tax to 
the shareholders, but they do not 
show specifically that this balance act- 
ually constitutes part of the amount 
earned in the conduct of the business. 


CONTRIBUTED SURPLUS 

All five companies using the term 
“Contributed Surplus” in 1954 were 
incorporated under the laws of the 
Province of Ontario. According to 
the requirements of section 86 of the 
Ontario Corporations Act, 1953, the 
balance sheet presentation of corpor- 
ate surplus should distinguish “Con- 
tributed Surplus” and “Earned Sur- 


plus”. The former is stated to in- 
clude donations of assets by share- 


holders, premiums received on_ is- 
sues of capital stock, and surplus 
realized on the redemption of pre- 
ferred shares. 

In four of the five balance sheets 
concerned, the balance was desig- 
nated as “Contributed Surplus” with- 
out any elaboration or comment. In 
the remaining case, the terminology 
was expanded as follows: “Premium 
on Initial Series 4% Cumulative Re- 
deemable Sinking Fund Preference 
Shares”. A note appended to the fi- 
nancial statements disclosed the 
change in this figure during the cur- 
rent financial period. The opening 
balance was reduced by an adjust- 
ment described as “Excess of pur- 
chase price over par value of 15,166 
shares purchased for cancellation in 
1954”, 
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In order to determine the true na- 
ture of the other four balances, it was 
necessary to check back to prior an- 
nual reports of the companies con- 
cerned. In one case, this terminology 
was used to describe a figure which 
had been consistently identified, for 
many years, by the statutory designa- 
tion “Distributable Surplus”. In an- 
other instance, the description “Con- 
tributed Surplus” was first used in 
1953. The following note was ap- 
pended to the financial statements at 
that time: 

Note: Contributed surplus consists of — 

Purchase of shares of sub- 

sidiaries for less than the 
book value of their net as- 
sets ($1,841,379 in 1952) 
Profit arising from the sale of 
the company’s shares by a 
subsidiary 


$1,841,299 


837,720 


$2,679,019 


These two items had been previous- 
ly shown as separate figures, desig- 
nated by terminology similar to that 
set out in the note. 


It was rather difficult to determine 
the exact source of the amounts classi- 
fied as contributions by the other two 
companies. The directors’ report of 
one of these included the following 
comment: “The Balance Sheet, Profit 
and Loss and Surplus accounts, in- 
cluding the prior year’s comparative 
figures, incorporate certain changes 
in presentation in order to comply 
with the new Corporations Act of 
Ontario”. Accordingly, the figure 
shown in the 1953 financial state- 
ments as “Surplus” was divided in- 
to “Contributed Surplus” and “Earned 
Surplus” for purposes of comparison 
on the 1954 balance sheet. There was 
no explanation as to the basis of this 
division. The current statement of 


contributed surplus showed the 
changes in this balance resulting from 
the write off of a portion of the losses 
incurred on disposal of fixed assets. 

The financial statements of the fifth 
company were prepared on a con- 
solidated basis for the first time in 
1953. The balance sheet for this year 
included an element of corporate sur- 
plus designated as “Contributed Sur- 
plus”. This figure obviously included 
the “Distributable Surplus” which had 
appeared on the company’s balance 
sheet for a number of years. How- 
ever, the balance in the 1953 state- 
ment was some $200,000 more than 
the amount formerly designated as 
“Distributable Surplus”. The state- 
ment of consolidated contributed sur- 
plus, included in the 1953 annual re- 
port, stated that there had been no 
change in this balance during the cur- 
rent period. It would appear, there- 
fore, that the increase was directly at- 
tributable to the change in the basis 
upon which the financial statements 
were prepared. It could represent 
an excess of the book value of the 
net assets of the subsidiary at date of 
acquisition over the cost of the in- 
vestment. 


MISCELLANEOUS 


Although the wording used to de- 
scribe the “Premium on shares is- 
sued” implied that these items were 
received by way of contributions, 
they were not clearly classified as 
“Contributed Surplus”. The miscel- 
laneous category of Table 26(b) for 
1954 includes an item designated at 
“Paid-In Surplus” and another as 
“Special Surplus”. 


(Next month consideration will be 
given to the classification of the ele- 
ments of corporate surplus, reserves 
and appraisal increase credits.) 
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Wuat Types of INSURANCE SHOULD 
A Pusiic ACCOUNTANT HAVE? 


No doubt you regularly advise 
clients on the adequacy of their in- 
surance coverage. When it comes 
to insurance for your own business, 
what would you advise? 

In considering what types of insur- 
ance public accounting firms should 
carry, keep in mind the following cir- 
cumstances: 

1. The size of the firm having regard 
both to the number of employees, 
partners and offices; 

2. Whether the firm occupies rented 
or owned premises; 

3. Whether the firm owns one or 
more automobiles; 

4. The prevailing conditions in the 
profession, in the locality in which 
the firm operates, as to employee 
benefit plans; 

5. General attitude of the partners 
as to their moral obligation to 
their employees. 

With this number of variables you 
will agree that it is impossible to set 
out any general standard of insurance 
coverage. However we can consider 
the views of today’s practising ac- 
countants on the insurance they do 
carry. In order to do this, I wrote 
to several practitioners asking them 
what insurance they carried and their 
opinion on the types recommended by 
my insurance agent. Of course their 
replies are determined by the actual 
circumstances of their own firms, 
which may include exceptional situa- 


tions of which we are unaware. Be- 
low is a digest of the replies from ten 
firms. The numbers in the “worth- 
while” column do not add to 10 be- 
cause many replies indicated that the 
value of the particular insurance was 


debatable. 


Type of Carried Worthwhile 
Insurance Yes Yes No 


Fire, etc. on office 


contents ........ 9 it 1 
Comprehensive liability 4 4 8 
Non-owned automobile 6 7 1 
Valuable papers 1 0 Z 
Accountants’ liability ... 7 9 0 
Workmen’s compensation 1 1 2 
Partnership life 4 6 1 
Fidelity bonds on 

employees 3 6 3 
Group life for employees 6 9 0 
Income protection 

for partners ...... 3 4 2 


The following comments on each 
type are mainly those of other prac- 
titioners and my insurance agent. 


Fire etc. on office contents: Almost 
everyone agrees that this should be 
carried. The usual cover is fire, sup- 
plemental perils, and malicious dam- 
age, with a separate burglary open 
stock policy to take care of valuable 
machines, and another separate policy 
to cover robbery and holdup. 


An “All Risks” office contents policy 
based on the fire rate plus a small 
loading is now available. This cov- 
ers $250 damage to the premises by 
theft or attempted theft. It also cov- 
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ers valuable papers on the basis of 
the cost of blank books, blank pages, 
or other materials, plus the cost of 
labour for actually transcribing or 
copying said records. 


Comprehensive Liability: Most ac- 
countants should carry this. The 
limits are large and the premium is 
relatively low. After all, if one’s of- 
fice contents burn up entirely, one’s 
loss is limited, but with public lia- 
bility hazard there is no limit to the 
loss of life and property damage for 
which one might be responsible. It 
is conceivable that one of the ac- 
countant’s staff while away from his 
office might be responsible for burn- 
ing down a building of considerable 
value. This policy would pay for 
that under the property damage limit. 


Non-owned Automobile: One of the 
more popular types, this is carried 
when staff use their own cars on firm 
business. Coverage of this sort is re- 
quired, because it is generally held 
that the master is responsible for the 
acts of his servants. The premium 
is low, and high limits at least $200,- 
000 inclusive. Bodily injury and pro- 
perty damage insurance should be 
carried with this or any other kind 
of automobile insurance. In addition, 
of course, a proper amount of insur- 
ance should be carried by the owner 
of the car so that the insurance car- 
ried by the firm shall only be applic- 
able in case the owner’s insurance is 
insufficient. 


Valuable Papers: There is consider- 
able doubt among accountants as to 
the advisability of carrying this type 
of insurance, mainly because the pro- 
tection it provides and its applica- 
tion are not readily understood. Here 
is a typical comment: “We do not 


carry valuable papers insurance al- 
though it has been discussed on sev- 
eral occasions. I personally would 
like to know more about the determ- 
ination of the amount of coverage re- 
quired and the appraisal of a loss in 
the event of a fire.” 


My insurance agent has this to say: 
“As far as determining the amount 
of coverage, the least that can be said 
is that half a loaf is better than no 
loaf at all. At the best, it should be 
possible to estimate the hours requir- 
ed to copy or make up records to 
replace those damaged. Adjusters in 
the event of fire will have to accept, 
within reason, a list of expenses put 
forward by each accountant, repre- 
senting the cost of replacing books 
and working papers and the stenogra- 
phic or other clerical hours required. 
Where an ‘All Risks’ office contents 
policy is not carried, this is very im- 
portant insurance.” 


Workmen’s Compensation: This is 
available in some Provinces but the 
coverage available from the govern- 
ment will vary in each. The com- 
ments published below can be con- 
sidered to apply in Ontario. 


One firm of accountants says: “We 
do not carry workmen’s compensation 
insurance: in the case of an accident 
the only coverage which we would 
have would be through our employ- 
ees’ group hospital and medical 
policy.” 


Another firm states: “Workmen’s 
compensation insurance is sufficiently 
broad to cover airplane travel or any 
accident which occurs from the time 
the employee leaves home until he 
returns. Most of the accidents which 
might occur probably result in no 
legal obligation on the part of the 
employer but he may well feel a 
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moral obligation in the event of an 
accident occurring.” 

My insurance agent’s views are: 
“Workmen’s compensation insurance 
on an occupational basis is certainly 
the best protection for all employees. 

“Employers” liability insurance for 
legal liability with a voluntary com- 
pensation endorsement attached to 
the policy does provide the employer 
and the employee with some protec- 
tion, but it is not as broad as the 
workmen’s compensation insurance. 

“Employers’ liability insurance with 
voluntary compensation is available 
on an occupational and non-occupa- 
tional basis where employee relations 
is a matter of concern, and where the 
employer wishes to extend the bene- 
fits of occupational protection over to 
the non-occupational part of an em- 
ployee’s life at a lower cost than the 
employee could obtain protection as 
an individual. 

“Workmen’s compensation or em- 
ployers’ liability insurance should not 
be confused with group life, acci- 
dent and sickness weekly indemnity 
with hospital, surgical and medical 
coverages in any way. Those cover- 
ages are straight accident insurance 
which are payable to the staff by 
right, and have nothing to do with 
the negligence of the employer. The 
fact that the employer usually pays 
50% of the premium is a sign of 
goodwill and employee interest.” 


When staff travel in automobiles 
frequently, this coverage appears to 
be worthwhile protection, especially 
in view of today’s high accident rate. 


Fidelity Bonds on Employees: One 
good reason for carrying this type is 
that we are constantly recommending 
it to our clients. There is always the 
danger that one of our own staff may 
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turn out to be dishonest and while 
we may not have much petty cash 
for him to steal, he undoubtedly will 
be in a position where he could steal 
clients’ cash or securities if he were 
so minded. 


Claim files of insurance companies 
indicate that infidelity of employees 
is greatest amongst those who have 
been with their employers over four 
years, ie. the trusted or most trusted 
employee. 


This goes against the grain with 
most employers who like to think they 
can judge character, particularly per- 
sonnel of their own choice. 


Blanket position bonds for the en- 
tire staff are the ideal. An added ad- 
vantage is that an independent per- 
son automatically “vets” new employ- 
ees as they come in, without arousing 
any feeling of discrimination against 
them. 


Group Life for Employees: While 
this is a popular item opinions vary 
as to the employer's obligation. Here 
is one view: “I do not think 
that there is anything in this that 
should be the responsibility of the 
employer. I do not feel, personally, 
any moral obligation for the employ- 
ees if they fail to look after their own 
affairs with prudence. People today 
are insurance-conscious although per- 
haps more as to automobiles and sick- 
ness than life insurance. Group in- 
surance can do nothing adequate in 
the way of life insurance. If it can 
be carried by the employer in order 
to give a small coverage at a reduced 
rate at the employee's expense I see 
no harm in it, but my basic feeling is 
that the staff should be paid ade- 
quately for the work they are doing 
and it is up to them to use the money 
to the best advantage.” 
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Here is an opposing view: “This 
would cover a moral obligation im- 
portant for the employer's peace of 
mind. If one of the staff should un- 
expectedly die he does not leave be- 
hind a widow and young family with- 
out any means of support. While a 
larger firm might, in effect, operate a 
self-insurance plan at lower cost, I 
have always thought that any pay- 
ment that might then be made would 
have all the appearance of charity 
to the recipient and I think it much 
better under these circumstances that 
it is received as a matter of right.” 

The following comments come from 
my insurance agent: “Employee re- 
lations today with established firms 
are such that these two forms of se- 
curity — group life, accident and 
sickness weekly indemnity, hospitali- 
zation, surgical and medical expenses 
for employees including their de- 
pendents and group pension plans 
have become somewhat the normal 
practice. Ten persons are the mini- 
mum group for life, accident and 
sickness with a smaller number for a 
pension plan. These benefits are not 
too appropriate where there is a 
large turnover of clerical or other 
staff, due to seasonal fluctuations or 
other causes.” 

The Institute of Chartered Ac- 
countants of Ontario has arranged an 





“Employers Group Life Insurance 
Plan”. The benefits range from 
$1,000 to $5,000 depending on the 
monthly earnings of the employee. 
Income Protection for Partners: The 
Ontario Institute has also sponsored 
a sickness and accident insurance 
plan. At April 30, 1955, 581 members 
were enrolled in the “Income Protec- 
tion” part of the plan and 94 firms 
had enrolled in the “Hospital-Surgi- 
cal” plan for employees and their de- 
pendents. Some other Institutes have 
made similar arrangements. 


Other Available Insurances 

Where appropriate, consideration 
should be given to the usual cover- 
ages for automobiles or buildings 
owned. Insurance covering valuable 
office equipment and machines and 
money and securities may be appro- 
priate. Then there are three types 
applicable to rented premises — non- 
ownership boiler explosion; legal lia- 
bility for damage to portion of rent- 
ed building by fire etc.; and extra ex- 
pense incurred due to fire and sup- 
plementary perils. 

I trust that you will find the pre- 
ceding comments of some help when 
deciding on the insurance coverages 
you need. Accountants’ liability and 
partnership life insurance will be cov- 
ered in this column in May. 
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BY MELVILLE PIERCE, B.A., LL.B. 


The Tax Review 


THe Oxatta Ors Ltp. CASE 


It was hoped that the decision of 
Canada’s Supreme Court on the sub- 
stantial question which arose in the 
appeal of Okalta Oils Ltd. would re- 
solve one very contentious question 
and at the same time afford a strong 
guiding light for the resolution of 
other tax questions. In the result, 
however, the decision of the Court 
went off on an unexpected ground, 
although in so doing it resolved an- 
other contentious, though less signifi- 
cant, tax question. 

In 1943 Okalta Oils Ltd. received 
moneys from a Crown corporation to 
finance the drilling of an oil well on 
certain of the oil company’s land. 
There was an agreement between 
Okalta and the Crown corporation 
which provided for repayment of the 
advance and a share of the produc- 
tion if the well proved productive but 
not otherwise. Unfortunately the 
well proved dry and in consequence 
Okalta was not called on to repay 
any of the moneys advanced by the 
Crown corporation to finance the 
drilling. As it happened, Okalta did 
not report the advances in its income 
tax return for the year in which it 
received them, but in 1946 (pursuant 
to the provision of IWTA s. 8(6)) it 
claimed a deduction for the moneys 
expended by it in drilling the dry 
hole in question, asserting that it was 
entitled to the deduction as being for 
an expense “incurred [by it] direct- 
ly or indirectly on oil wells” within 


the meaning of the enactment. The 
Minister disallowed the deduction 
claimed, for reasons dealt with below. 
However, as the company’s net tax- 
able income from all sources was nil 
in 1946 the assessment issued was for 
no tax — a fact which ultimately be- 
came of decisive importance. 

Notwithstanding that no tax was 
claimed from it for the year 1946 
Okalta nevertheless appealed against 
the assessment to the Income Tax 
Appeal Board, contending that the 
drilling costs above referred to were 
expenses “incurred by it” within the 
meaning of those words in the rele- 
vant enactment. The appeal was 
heard by Mr. Fordham, who rejected 
the appeal on the ground that as the 
advances received from the Crown 
corporation had not been included by 
Okalta in computing its income it 
should not be allowed to claim a de- 
duction for the expenditure of those 
moneys on drilling. In Mr. Ford- 
ham’s view, to permit the taxpayer to 
succeed in its claim would be un- 
just to the Minister. 

When commenting on the decision 
of the ITAB shortly after it was de- 
livered, the view was expressed in this 
department that the Minister ought, 
no doubt, to have assessed Okalta 
in respect of the advances from the 
Crown corporation in 1943 but that 
his failure to do so did not seem to 
afford a proper basis for rejecting a 
deduction of what was admittedly an 
ordinary operating expense in assess- 
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ing the taxpayer for a subsequent 
year. And Okalta Oils apparently 
held the same view, for it appealed 
from the decision of the Income Tax 
Appeal Board to the Exchequer 
Court. 


The appeal to that Court was heard 
by Mr. Justice Cameron, who like Mr. 
Fordham was impressed by what he 
regarded as the injustice of Okalta’s 
claim to deduct as its expenditure 
moneys which had been put up by 
someone else. In the result he held 
that on the proper construction of 
IWTA s. 8(6), in its context as war- 
time incentive legislation, the expense 
in question could not be said to have 
been “incurred” by Okalta Oils but 
rather by the Crown corporation. 


It is of course a well known rule 
of interpretation that in construing a 
statute words are to be accorded their 
ordinary natural meaning if they are 
not ambiguous, even though the con- 
sequence may not be what the Court 
thinks Parliament intended. Mr. 
Cameron’s decision thus seemed per- 
haps to afford an illustration of the 
aphorism “Hard cases make bad law”. 
There may have been justification for 
this view in another decision pro- 
nounced only a few days earlier by 
the same learned Judge when he gave 
a somewhat different construction to 
the word “incurred” in the tax appeal 
of Pickle Crow Gold Mines Ltd. 


Okalta Oils Ltd. appealed to the 
Supreme Court of Canada and at 
long last, it was expected, a definitive 
view would be pronounced by the 
Court of last resort, which would 
serve as a guide to taxpayers, tax as- 
sessors and the lower courts in regard 
to two fundamental tax questions: 
(1) In assessing a taxpayer to tax for 

a particular year can the Minis- 
ter take into account items of in- 
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come and expense which pertain 
to an earlier or subsequent tax- 
ation year or is he bound to 
have regard only to those items 
of income and expense which 
are referable to the year under 
review? 


(2) In construing a taxation statute 
does the ordinary rule of con- 
struction apply that words are to 
be given their ordinary natural 
meaning in the absence of am- 
biguity even though in the 
opinion of the Court such con- 
struction will permit a taxpayer 
to escape taxation unjustly? 


To digress. Those who have fol- 
lowed with care the recent judgments 
of the ITAB and the Exchequer 
Court will be aware that there is by 
no means unanimity on these ques- 
tions, and that on the first of them at 
any rate there is a divergence even 
in the Supreme Court of Canada. 
There have in fact been some sig- 
nificant dissenting opinions in the Su- 
preme Court in tax appeals of the 
past half-dozen years. In 1951 in the 
case of Wilder v. MNR the Court 
divided three to two (Rinfret C.J.C., 
Taschereau and Fauteux comprising 
the majority, Rand and Kellock JJ. 
the minority) on the question wheth- 
er a life annuity given as considera- 
tion for property was income or cap- 
ital to the recipient. The majority 
held in effect that although IWTA 
s. 8(1)(b) appears to impose a tax 
on “annuities or other annual pay- 
ments received under the provisions 
of any contract”, Parliament only in- 
tended to tax annuities and annual 
payments which were of an income 
as distinct from a capital nature. The 
minority were of the opinion that the 
words “annuities or other annual pay- 
ments” had been authoritatively de- 
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termined by prior decisions to cover 
life annuities even though given as 
the price of property. 

This decision did clearly indicate a 
cleavage in the Court on basic prin- 
ciple, though it might be difficult to 
say what are the reasons for that dif- 
ference or even in what it consists. 


About a year later, in the case of 
Bouck v. The Minister, the Court 
again divided three to two on another 
question. This time then Chief Jus- 
tice Rinfret found himself in the min- 
ority together with present Chief Jus- 
tice Kerwin, whilst Rand and Kel- 
lock JJ., who had constituted the 
minority in the Wilder case, now 
found themselves in the majority with 
the support of Locke J. In this ap- 
peal the question was whether in- 
come received by a widow under her 
husband’s will was taxable in its en- 
tirety to her where she was obliged 
to apply a portion of it for the main- 
tenance and education of her chil- 
dren. The majority of the Court held 
that the portion of the estate income 
expended by the widow on the chil- 
dren was not income of the widow, 
though the minority of the Court 
thought otherwise. 


Soon after, the Court found itself 
similarly divided on the issue which 
arose in Anaconda American Brass 
Co. v. MNR. The question in that 
famous appeal was whether a trading 
company was entitled, in the circum- 
stances of that case, to value its in- 
ventory by the Lifo instead of by the 
Fifo method in computing its income 
for tax purposes. The majority of the 
Court, Taschereau, Locke and Cart- 
wright JJ. were for the right of the 
company to do so whilst the two dis- 
senting Judges, Kerwin C.J.C. and 
Estey J., were of the contrary view. 
(It may be added that the decision 
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of the majority has recently been re- 
versed by the Judicial Committee of 
the Privy Council in a judgment of 
very great importance, which the 
writer hopes to discuss in next 
month’s issue. ) 


Latest of the split decisions is that 
in Eli Lilly & Co. v. MNR, reviewed 
in the January issue of this journal, 
where the majority (Kerwin C.J.C., 
Estey and Fauteux JJ.) held that an 
account payable for a trade debt ex- 
pressed in a foreign currency involv- 
ed an element of uncertainty or a 
“contingency” until the debt was act- 
ually paid and accordingly that no 
deduction was allowable for the con- 
tingent element prior to payment of 
the debt and, secondly, that any gain 
or loss which results when the debt is 
actually paid must be taken into ac- 
count in computing the income for 
the year in which the debt is paid. 
The minority of the Court, Rand and 
Locke JJ., dissented on the ground 
that the settlement of a trade debt 
for less than the value at which it 
was entered in the trader’s books does 
not amount to a trade receipt but is 
a mere adventitious gain, and thus 
not of an income but rather of a cap- 
ital nature. 


Reverting now to the Okalta Oils 
appeal, the Supreme Court might 
well have found itself divided as in 
the above cases had it been forced 
to decide the appeal on the question 
submitted by the oil company. As it 
happened, however, the Court was 
saved from the possibility of that em- 
barrassment, for as mentioned at the 
outset, there was another question 
involved in the Okalta appeal which 
became of decisive importance in the 
Supreme Court. The assessment un- 
der appeal was a so-called NIL as- 
sessment, that is, one for no amount 
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of tax. Both in the Income Tax Ap- 
peal Board and the Exchequer Court 
of Canada the Minister had argued 
that no appeal lay from such an “as- 
sessment”, but both those Courts had 
preferred to dismiss the appeal on the 
question of substance rather than on 
the question of jurisdiction. The Su- 
preme Court adopted the other 
course. Unanimously the five Judges 
held that the word “assessment” in 
the Income War Tax Act — and the 
same is doubtless true of the present 
Act also — means not the process by 
which the Minister arrives at a de- 
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cision, but rather the amount of tax 
which he decides that the taxpayer 
is called on to pay. The result is 
that no appeal lies from a so-called 
NIL assessment because such an as- 
sessment is not an assessment at all. 
A question to which this decision 
gives rise is this. Whilst no appeal 
lies from a non-assessment to tax, 
does an appeal lie where the taxpayer 
is of opinion that the assessment made 
is for a lesser sum than the taxpayer is 
liable for? Fantastic? Perhaps, but 
there have been such appeals! 


ITALIAN TAXATION 


In a dispatch from Rome, Mr. John Gordon refers to the strike of tax 
collectors in Italy, and then proceeds to make these comments: 


“Whether the demand notes come or not shouldn’t worry Italians 
much. For income tax doesn’t seem to be the bothersome business here 


as it is at home. 
regarded as unfashionable. 


Making an accurate and full tax return is, I gather, 
The Italian merely thinks of a comfortable 


number, puts it down on his form, and the tax collector accepts it in the 


full spirit of that most delightful of all business mottoes: 


is always right’.” 


‘The customer 


—Taxation, January 21, 1956 
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BY PETER C. BRIANT, B.COM., C.A. 


Current Reading 


MAGAZINE ARTICLES 
ACCOUNTING 


“BLUEPRINT FOR A THEORY OF AC- 
COUNTING,” by R. J. Chambers. The 
Australian Accountant, September, 
1955, pp. 379-386. 

Professor R. J. Chambers, associate 
professor of accounting in the Uni- 
versity of Sydney, indicts the account- 
ing profession for its failure to de- 
velop a logically consistent body of 
theory transcending practical consid- 
erations. All the subject has to offer 
by way of theory at present, he says, 
are several systems of thought about 
the practice of accounting. In conse- 
quence, accounting lacks “the sharp- 
ness, the progressiveness, and the vi- 
tality of other technologies .. .” 

The present practice of accounting 
does not provide for a system that 
is logically consistent, in Professor 
Chamber’s opinion. “Equal things 
are often represented by different 
symbols and the same symbol may 
represent quite different quantities 
. . . One suspects that on many mat- 
ters appropriate decisions are made 
in spite of, rather than because of, the 
system of accounts... .” 

Professor Chambers would like to 
see developed a theory that recog- 
nizes accounting as a service function 
concerned with the preparation, in 
domestic monetary units, of periodic 
statements showing changes in the af- 
fairs of a continuing entity and in- 
corporating all material particulars for 
the period under review. Its object 


Assistant Professor, 
McGill University 


would be to provide logically con- 
sistent, relevant information for the 
rational management of the entity, 
which would exist by the will or co- 
operation of contributory parties, and 
would become an accounting entity 
only when accounts are kept about 
it. By ringing the changes on some 
of the fundamental assumptions and 
propositions (for example, as to the 
stability of the monetary unit and the 
nature of the enterprise) it is pos- 
sible to develop a number of different 
models. For any entity, therefore, an 
ideal framework of accounts can be 
prepared. Professor Chambers con- 
cludes that this would facilitate the 
discovery of deficiencies in existing 
accounting methods and would en- 
able new methods to be devised. 


“THE GRAPHICAL PRESENTATION OF 
Rates OF GrowTu,” by G. W. Mur- 
phy and J. Johnston. The Account- 
ant, December 81, 1955, pp. 735-738. 


Accountants who have occasion to 
use graphic charts as a supplement to 
the financial statements they prepare 
will find plenty of food for thought 
in this article. How many prepare 
graphs that provide for the compari- 
son of rates of growth of different 
time series?P How many recognize 
that conventional graphs in which ab- 
solute magnitudes are plotted on the 
vertical scale fail to distinguish be- 
tween constant, increasing and de- 
creasing rates of growth? 


With the aid of simple tables and 
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charts, Messrs. Murphy and Johnston 
show how the defects of this kind of 
graph can be avoided by the use of 
‘the semi-logarithmic graph. In the 
latter, the slope of the line depends 
upon the rate of growth of the series; 
the greater the rate of growth, the 
steeper the line. An immediate com- 
parison of the rates of change of two 
series is effected by a comparison of 
their slopes. 

Using figures for sales, capital em- 
ployed, trading profits, and ordinary 
dividends for every year from 1949- 
1953 inclusive, Murphy and Johnston 
illustrate the application of this tech- 
nique. The exposition also demon- 
strates how, by subtracting the log of 
the absolute magnitude in the base 
year from the logs of the absolute 
values in each succeeding year, all 
the related series can, if desired, be 
projected from a common origin. 

This method of graphic presenta- 
tion is strongly indicated in all cases 
where rates of growth rather than ab- 
solute magnitudes are important. A 
graph prepared along these lines 
would almost certainly prove to be 
a useful supplement to a conventional 
graph. For this reason, this article is 
particularly recommended to those 
accountants whose duties entail, in 
part, the preparation of reports for 
management. 


FINANCE 
“AsseT REPLACEMENT.” The Cost Ac- 
countant. October, 1955, pp. 153-154. 
The editorial comments that al- 
though 1955 has witnessed epic de- 
velopments in the practical applica- 
tion of atomic power, automation, and 
electronic computers, industry is still 
not equipped with satisfactory tech- 
niques for making equipment replace- 


ment decisions. The point is made, 
for instance, that accountants and 
economists have not yet decided to 
their mutual satisfaction whether or 
not the effect of taxation should be 
taken into account in equipment re- 
placement calculations. Other un- 
answered problems which, it is sug- 
gested, offer wide and fruitful fields 
for study are: the treatment of inter- 
est and depreciation; the treatment of 
marginal costs; and the disposition of 
the gains which may accrue from the 
utilization, in some other capacity, of 
labour released by new equipment. 


“How To FicurE EQuiPMeENT-RE- 

PLACEMENT, by Philip A. Scheuble, 

Jr. Harvard Business Review, Sep- 

tember-October, 1955, pp. 81-94. 

Mr. Scheuble, whose main job in 
his company has reportedly been the 
making of decisions on the replace- 
ment of equipment, has found from 
experience that requests for replace- 
ment need “more objective thinking 
and less generalities . . .” Accord- 
ingly, with the term equipment re- 
placement defined to cover any case 
where a capital expenditure results in 
reduced unit costs or increased pro- 
fits, he proposes three tests a replace- 
ment expenditure should meet be- 
fore it is approved: 

1) There must be a reasonable ex- 
pectation of recovering the invest- 
ed capital over the estimated use- 
ful life of the asset, at an annual 
utilization rate assumed in the 
analysis. 

2) The net annual savings or profit 
potential must compete with other 
replacement proposals in its claim 
on capital funds. 

8) The replacement must be in ac- 
cord with the resources and future 
plans of the company. 
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In the light of the above criteria, 
and as an aid to good judgment, Mr. 
Scheuble suggests the use of the fol- 
lowing eight standards of measure- 
ment when making a replacement de- 
cision: 

1) The operating cost savings (or increased 
profit potential) afforded by making the 
decision. 

2) The rate of return desired on the in- 
vested capital. 

3) The capital recovery period, and its re- 
lation to the period of equipment uti- 
lization. 

4) The service life of the equipment, and 
its relation to deterioration and obso- 
lescence. 

5) The total money invested in the re- 
placement. 

6) The net savings over the service life of 
the equipment. 

7) The priority of a replacement in relation 
to other replacements and the availa- 
bility of capital funds. 

8) The effect of taxes... 

A detailed discussion of each of 
these yardsticks is followed by the 
presentation and solution of three 
problems illustrating the application 
of this approach. 


“How Goop ARE THE REASONS FOR 
Stock Spuits?,” by C. L. Jamison. 
Michigan Business Review, January, 
1956, pp. 13-19. 

A comparison of stock splits in the 
United States during the periods 
1921-1930 and 1946-1955 reveals that 
more corporations (80 approximate- 
ly) split their stocks in 1955 than in 
any earlier year, the previous high 
having been 74 in 1946. 

In an attempt to determine the rea- 
son for the present popularity of the 
stock split, Professor Jamison evalu- 
ates in detail ten advantages which 
are said to accrue to the company that 
splits its stock. His analysis leads 
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him to conclude that “of all the con- 
tentions the most consistent claim 
for stock splits is the advantage to 
corporations of keeping stocks with- 
in the reach of small investors”. Yet 
even here he finds in the case of one 
large company that the number of 
stockholders has more than doubled 
over a ten-year period even though it 
has not split its stock and has main- 
tained a steady dividend rate of $9 
on shares ranging in price from $138 
to $200. Professor Jamison ultimate- 
ly concludes that, as in the period 
from 1926-1929, many companies are 
now splitting their stock because it is 
the fashionable thing to do. 


TAXATION 

“CANADA'S TAXATION PROBLEMS,” by 
J. Harvey Perry. The Business Quar- 
terly, Fall, 1955, pp. 151-159. 


A pragmatic concept of income for 
tax purposes is posited by Mr. Perry, 
director of the Canadian Tax Foun- 
dation: “In business taxation there is 
the four way pull between the man- 
agement, usually interested mainly in 
reducing the tax bill to a minimum; 
the accounting profession, concerned 
with presenting a balance sheet and 
profit and loss statement leaning to- 
wards the conservative side; the legal 
profession, attempting to bring to 
bear the word of law and weight of 
jurisprudence; and the tax authorities, 
usually concerned with getting the 
maximum number of tax dollars. Our 
concept of income,” concludes Mr. 
Perry, “is at any one time the point 
at which these forces have reached 
a balance, rather than the result of a 
rational intellectual process...” 

In the remainder of his article, Mr. 
Perry discusses some other problems 
in the area of income taxes, and raises 
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some significant questions concerning 
inheritance taxes and the federal sales 


tax. 


PROFESSIONAL 

“Wat CoRPORATE MANAGEMENT Ex- 
PECTS FROM THE CERTIFIED PUBLIC 
AccounTANT,” by William J. Wiley. 
Pennsylvania C.P.A. Spokesman, Oc- 
tober, 1955, p. 1 et seq. 

Mr. Wiley, the financial vice-presi- 
dent of his company and a former ac- 
counting practitioner, warns profes- 
sional accountants not to become so 
involved in the routine details of their 
audit work that, of necessity, they 
limit their supplementary advice to 
management to tax matters only. He 
asserts that this is presently the case 
and that, in consequence, manage- 
ment consultants have become in- 
creasingly important in work which, 
he thinks, properly falls within the 
province of the professional account- 
ant. His observation that clients 
should expect to receive advice and 
assistance on methods of cost control 
and systems design as part of the reg- 
ular audit merits the serious consid- 
eration of all members of the profes- 
sion. 


SELECTED READING 


Accounting 

“The Logic of Accounts”, by A. C. Little- 
ton. Accounting Review, January, 1955, 
pp. 45-47. 

“Accounting Dynamics III”, by F. Sewell 
Bray. Accounting Research, July, 1955, pp. 
267-280. 

“Needed: An Accepted Accounting Phil- 
osophy”, by Albert Christen. Ohio C.P.A., 
Spring, 1955, pp. 63-68. 

“Frontiers of Accounting Principles”, by 
Edward B. Wilcox. Illinois C.P.A., June, 
1955, pp. 2-12. 
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Auditing 

“The Responsibility of the Internal Audi- 
tor for Procedures”, by L. E. Campbell. 
Accounting Review, January, 1955, pp. 86- 
88. 

“Auditing of Commodity Merchants”, by 
James P. McMahon. Arthur Young Journal, 
April, 1955, pp. 20-27. 

“Auditing Programs and Internal Control”, 
by Donald J. Bevis. The Journal of Ac- 
countancy, June, 1955, pp. 46-50. 

“Ten Fundamental Concepts of Internal 
Auditing”, Anonymous. Internal Auditor, 
September, 1955, pp. 37-40. 


Cost Accounting 

“The Cost Accountant in the Modem 
World”, by Maurice E. Peloubet. The 
Journal of Accountancy, March, 1955, pp. 
55-59. 
“Direct Costing in Perspective’, by J. A. 
Beckett. NACA Bulletin, January, 1955, 
pp. 651-660. 
“Distribution Cost Control with Particular 
Reference to Sales Compensation”, The Con- 
troller, March, 1955, pp. 113-115. 


Economics 

“Thinking Ahead: Breakup of the Business 
Cycle”, by Sumner S. Slichter. Harvard 
Business Review, January-February, 1955, 
pp. 19 et seq. 

“Pricing a New Product”, by Joel Dean. 
The Controller, April, 1955, pp. 163-165. 
“The Integration of Accounting and Eco- 
nomic Studies”, by David Solomons. .Ac- 
counting Research, April, 1955, pp. 106-111. 


Education 

“Liberal Arts as Training for Business”, by 
Frederic E. Pamp, Jr. Harvard Business 
Review, May-June, 1955, pp. 42-50. 

“Will Accounting Education Improve?”, by 
R. K. Mautz. The Journal of Accountancy, 
August, 1955, pp. 53-55. 


Equipment 

“Electronic Computers: A Progress Report”, 
by P. B. Laubach and Lawrence E. Thomp- 
son. Harvard Business Review, March- 
April, 1955, pp. 120-128. 
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“Electronics: The Impact on Accounting”, 
by Edgar F. Codd. Cost and Management, 
May, 1955, pp. 175-179. 

“Introduction to Electronic Accounting 
Equipment”, by John J. Fox. Lybrand, Ross 
Bros. & Montgomery Journal, January- 
March, 1955, pp. 16-26. 

“Application and Use of Machines and Elec- 
tronics in Accounting”, by Kermit M. Pen- 
nington. Lybrand, Ross Bros. & Montgom- 
ery Journal, April-June, 1955, pp. 7-16. 
The Electronic Office, by R. H. Williams. 
Gee and Co. (Pub.) Ltd., 63 pp. 15/4d. 
The Manual of Modern Business Equip- 
ment. The Office Appliance and Business 
Equipment Trades Association. Macdonald 
& Evans Ltd. (Publishers). A manual in 
25 parts. £5-5/-. 


Finance 

“Valuation of Common Stock of Unlisted 
Corporations”, by John F. Maney. Taxes, 
August, 1955, pp. 584-588. 

“How Good Are The Reasons for Mergers?”, 
by Charles L. Jamison. Michigan Business 
Review, November, 1955, pp. 8-13. 

“How To Buy A Company”, by John C. 
Best. Dun’s Review and Modern Industry, 
March, 1955, p. 37 et seq. 

“Pros and Cons of Leasing Equipment”, by 
F. K. Griesinger. Harvard Business Review, 
March-April, 1955, pp. 75-89. 


Law 

“Accountants” Liability’, by J. P. Eddy, 
Q.C. Accountancy, August, 1955, pp. 294- 
296. 

“The Old Common Law Action of Ac- 
count in English Law”, by H. Hudson and 
T. W. South. Accounting Research, April, 
1955, pp. 112-122. 


Management 

“Internal Reports to Management”, by Mal- 
colm §. Sutherland. The Controller, April, 
1955, pp. 175-177. 

“Skills of an Effective Administrator’, by 
Robert L. Katz. Harvard Business Review, 
January-February, 1955, pp. 33-42. 


243 


“How Businessmen Make Decisions’, by 
John McDonald. Fortune, August, 1955, pp. 
84 et seq. 

“Strategy in Collective Bargaining Negotia- 
tions”, by M. S. Ryder. Michigan Business 
Review, November, 1955, pp. 1-7. 

“The Accountant in Industry”, by William 
S. Carrington. The Accountant, November 
5, 1955, pp. 533-535. 

“What GAW Means to Management”, by 
Thomas L. Whisler. Dun’s Review and 
Modern Industry, June, 1955, pp. 48-56. 


Professional 


“Some Problems of the Local Practitioner”, 
by R. E. Witschey. New York C.P.A., May, 
1955, pp. 271-278. 

“Management Counselling for Small Busi- 
ness Firms”, by Harry G. Brown. The 
Journal of Accountancy, July, 1955, pp. 
36-41. 

“Qualities of a Chartered Accountant”, by 
R. E. Ellmer. The Accountant, November 
26, 1955, p. 601. 

“The Profession of Accountancy”, by Sir 
Hartley Shawcross. The Accountant, De- 
cember 10, 1955, pp. 649-653. 

“Selection and Training of Personnel’, by 
John L. Carey. The Ohio C.P.A., Autumn, 
1955, pp. 151-157. 


Statistics 

“Capsule Cases in Statistical Cost Control”, 
by L. L. Vance. NACA Bulletin, January, 
1955, pp. 682-688. 


“Research and Practice in Statistical Appli- 
cations to Accounting, Auditing, and Man- 
agement Control”, by Robert M. Trueblood 
and W. W. Cooper. Accounting Review, 
April, 1955, pp. 221-229. 


Systems 

“A Variable Budget Installation for Con- 
trol Purposes”, by Edward Shippen. The 
Controller, August, 1955, pp. 370-372. 


“Pegboard Accounting Methods”, by L. 
Vlahantones. Lybrand, Ross Bros. & Mont- 
gomery Journal, January-March, 1955, pp. 
27-29. 
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“Thoroughbred Racing Association Account- 
ing”, by Richard M. Donovan. New York 
C.P.A., May, 1955, pp. 279-284. 


Taxation 

“The Arm’s Length Concept”, by John G. 
McDonald. Canadian Tax Journal, Janu- 
ary-February, 1955, pp. 25-35. 

“Canadian Nonresident-Owned Investment 
Corporations”, by Robert L. Weiss. Taxes, 
August, 1955, pp. 579-583. 

“Taxes: Friend or Foe?”, by J. S. Seidman. 
The Journal of Accountancy, November, 
1955, pp. 51-55. 

“Stock Valuation — Lifo Method Rejected 
for Tax Purposes”. The Accountant, De- 
cember 24, 1955, pp. 699-700. 
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BY J. E. SMYTH, C.A. 


Students Department — owen vniverity” 


NoTEs AND COMMENTS 


We have often wondered whether 
the various listening and viewing 
“ratings” of radio and television pro- 
grams provided a completely satisfac- 
tory measure of audience apprecia- 
tion (especially since one or two of 
our favourite programs enjoy a pre- 
carious existence in the face of these 
ratings). In any case, we should 
certainly protest if anyone were to 
attempt to carry this technique over 
from the entertainment field to that 
of financial reporting: we hope that 
no one will ever decide to measure 
the “success” of published financial 
statements by taking a poll to deter- 
mine the number of shareholders who 
read them from cover to cover. Such 
an approach would be in complete 
disregard of the need for disclosure 
of financial information. 

The Companies Acts require the 
publication of a minimum amount of 
detail in financial statements not be- 
cause anyone supposes the average 
shareholder is going to read or be 
able to understand all of it, but be- 
cause some people do analyze these 
statements rather carefully and if they 
reveal significant developments there 
is going to be some comment about 
them, and the word will soon get 
around. In this indirect way the re- 
quirements for publication impose an 
important discipline on management 
and serve to keep it accountable to 
the shareholders and the general pub- 
lic. 


In recent years an increasing num- 
ber of companies have been realistic 
enough to realize the extent of the 
interest which many of their share- 
holders have in the financial data con- 
tained in the annual report. They 
have therefore presented, in addition 
to the usual financial statements, a 
relatively simple table in comparative 
form for several years showing, cer- 
tain key figures. One such report is 
the fiftieth anniversary annual re- 
port of the Dominion Textile Com- 
pany Limited. The inside of the 
front cover presents a table of “Com- 
parative Financial Items” for each 
of the five years ended March 31, 
1951 - 1955. There are twelve of these 
financial items: 


Income or (loss) from operations 

Revenue from investments 

Federal and provincial income 
taxes 

Net earnings or (loss) 

Net earnings or (loss) per share of 
common stock 

Dividends on common stock 

Dividends per share on common 
stock 

Bond and debenture debt 

Working capital 

Inventories 

Investments in and advances to 
subsidiary companies 

Additions to land, buildings and 
machinery. 


We suggest that here, in this rela- 
tively simple statement, is condensed 
most of the information in which the 
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average small shareholder is likely to 
be interested. 
2 


o e 2 


At page 428 in Accounting Prin- 
ciples and Practice (1954 edition) 
Mr. Smails comments upon the now 
common practice of publishing finan- 
cial statements in comparative form 
for the current and previous year, 
and observes that “it is subject to the 
. . . defect that significant trends are 
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discernible only from study of figures 
for a number of years (say five as a 
minimum) and that inferences can- 
not properly be drawn from compari- 
son of the figures at the beginning 
and end of a single year. Accord- 
ingly some companies make a prac- 
tice of tabulating the more important 
figures for a number of years and 
publishing them as an appendix to 
the statements for the current year.” 


9 


PUZZLE 


The state of Septennia recently 
passed a “simplifying act” which 
abolished several letters of the alpha- 
bet and also the digits 7, 8, and 9. 
The first seven numbers in this crazy 
little republic are therefore 1 2 3 4 
5 610. Our 14 becomes 20; our 21 
is 30; and so on. 


The unit of currency is the Septant, 
which is equivalent to the Canadian 
dollar. The president’s salary is 31,- 
450 septants. 


What is the equivalent in dollars? 


(Submitted by Mr. L. J. Upton, 
Port Credit, Ontario. ) 


The solution to this puzzle appears at the end of The Students Department. 


CORRESPONDENCE 


Toronto, Ont. 
Sir: In recent publications of The 
Canadian Chartered Accountant it 
has been brought to the attention of 
the students that there are extra ser- 
vices which the chartered accountant 
can and should make available to his 
clients. This is especially true in the 
small and medium sized audit en- 
gagement where the client cannot 
regularly employ a staff of experts but 
depends on the auditor to be his fi- 
nancial and business consultant. At 
this time of the year, when financial 
statements for the preceding year are 
being prepared, the intermediate or 
senior student may be able to provide 
one of these extras in a simple yet 
effective manner. 
I would like to recommend that 
several graphs summarizing the 


client’s transactions be prepared in 
the course of the year end audit. 
There is nothing as revealing as a 
picture of the year’s activities well 
drawn up to show the ups and downs 
of the business, its trends, and other 
variations. Based on the immediate- 
ly preceding two years’ transactions a 
clear, accurate graph of sales, cost of 
goods sold, and gross margin of profit 
gives a good indication of business 
progress on a comparative basis. 
Other graphs might be prepared 
which would show sales compared 
with selling expenses and transporta- 
tion costs; gross margin of profit com- 
pared with net margin before and 
after taxes on income; and compari- 
sons of various expenses. 

Although at this time of the year 
senior partners become too busy to 
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consider spending their time on such 
extras, it is quite within the ability of 
the senior or intermediate student to 
prepare these graphs. Not only 
would the student be rendering a ser- 
vice to the senior partners who review 
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ing the client in his understanding of 
the financial statements by using a 
method of analysis which is clear, 
simple, and inexpensive. 

Irnvinc Louis ROSEN 


( Student-in-accounts ) 


his work, but he would also be assist- 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualitfied account- 
ants and reflect the personal views of the various contributors. They are 
designed not as models for submission to the examiner, but rather to provide 
such discussion and explanation of the problems as will make their study 
beneficial. The editor will welcome discussion of the solutions published. 


PROBLEM 1 


Primary Examination, October 1954 (Ontario) 
Accounting I, Question 8 (25 marks) 

A who has been employed in the construction industry for several years 
wishes to go into business as a builder of houses. However, as he has only 
$5,000 capital, it will be necessary to borrow from the bank any additional 
amounts required to finance the enterprise. 

Estimates have been made by A as follows: 

1. Construction of 12 houses will be undertaken. 

2. 12 lots can be purchased at a cost of $24,000, 10% to be paid immedi- 
ately as a deposit, the remainder to be paid upon sale of the houses. 
After payment of the deposit, title to individual lots may be obtained 
by a further payment of $1,800 per lot. (Title to the land is required 
in order to close each sale. ) 

8. Construction costs are estimated ut $8,000 per house and it is antici- 
pated that these costs will be payable in equal monthly amounts dur- 
ing the four month construction period of each house. 

4. Arrangements can be made for a mortgage of $8,000 on each house, 
on which advances will be paid to the builder as follows: 

when the roof is completed 25% 
when the plastering is completed 25% 
when the entire house is completed 50% 

5. Purchasers of houses will be required to put up a $1,000 deposit with 
offer of purchase and to assume the mortgage and to pay the balance 
upon completion. It is estimated that offers of purchase and deposits 
will have been received by the time the plastering is completed. 

6. A selling commission of 5% on the sale price of $12,000 per house will 
be paid upon acceptance of the offer of purchase and receipt of the 
$1,000 deposit. 

7. It will be necessary to purchase at the outset a truck for $2,000 and 
other equipment costing $1,000. 
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Office and administrative expenses will amount to $200 per month, 
(payable at the end of each month). 

Legal fees will amount to $150 per house and will be paid upon 
closing. 

Proposed building schedule: 


Construction Roofing Plastering | Completion 
to Commence Completed by: Completed by: and sale: 
Units 1- 6 April 1 May 31 June 30 July 31 
Units 7-12 May 1 June 30 July 31 August 31 


11. A will require $500 per month drawings for his personal living ex- 
penses (to be drawn at the end of each month). 
12. Funds will be required in the bank account at the time cheques are 
issued. 
Required: 
A cash budget which will show the amount of bank borrowing required 
and the funds available for repayment. (Interest on amounts borrowed may 
be ignored). 


A SOLUTION 
A. CONSTRUCTION 


CasH BUDGET 
April 1, 19— to August 31, 19— 


Aprill April30 May31 June30 July3l 





Cash available: 
Investment by A. $5,000 
From purchasers — 
Deposits $ 6,000 $ 6,000 
Payments on closing . 18,000 $18,000 
Mortgage advances .. $12,000 24,000 36,000 24,000 
Bank loan required 400 12,700 


$5,400 $24,700 $30,000 $60,000 $42,000 





Cash required: 

Truck $2,000 
Equipment 1,000 
Land ..... . 2,400 $10,800 $10,800 
Construction costs $12,000 $24,000 24,000 12,000 
Commissions ........... 3,600 3,600 
Legal fees 900 900 
Office and administrative 

i 200 200 200 
Drawings — A ....... 500 500 500 
Repayments of bank loan 1,700 20,000 4,100 
Retained in the business 13,500 

$24,700 $30,000 $60,000 $42,000 
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PROBLEM 2 
Intermediate Examination, October 1954 
Auditing II, Question 2 (18 marks) 

During the course of his examination of the accounts of a furniture 
manufacturing company for the fiscal year ended 31 Aug 1954, CA, the 
shareholders’ auditor, discovered that, while August sales were shown as 
$300,000, sales invoices dated August 31 amounted to $75,000. 

Required: 

(6 marks) (a) What questions should such a situation raise in the auditor's 
mind? 

(12 marks) (a) What audit procedures should CA follow in order to form 
an opinion on the figure for sales appearing in the annual 
statement of profit and loss? 


A SOLUTION 
(a) Questions which such a situation should raise in the auditor's mind 

Has there been an overstatement of sales volume or prices? 

Have some September sales been included in August? 

Were there large shipments on the last day of August which were to be 
returned in September? 

Is there some logical explanation, such as the opening of a new sales out- 
let at the end of August ? Or was a special sale held at the end of 
August? 

Is there a possibility that sales of fixed assets may have been recorded 
as revenue sales? 

Does the manager receive a bonus on sales or profit for the year? 

May the company be following a policy of recording all monthly con- 
signment sales on the last day of each month? 

Have goods sent out on approval, but not to be billed until an order is 
placed, been included in the last day’s sales? 


(b) Audit procedures required to form an opinion on the sales figure 

1. Examine the system of internal control in the recording of sales and 
accounts receivable. 

2. For the month of August — 

a) Test check sales invoices to the sales summary. 

b) Add, cross-add, and post the sales summary. 

c) Test check the detail on the sales invoices. Ascertain that the in- 
voices are serially prenumbered, that the correct prices have been 
charged and the extensions checked, and that there is a reference to 
the shipment date and the order number. 

d) Test check the shipping records to the actual sales invoices. 

e) Test check the order record to the shipping records and invoices. 

f) Test check the credit notes issued for approval, price, and receipt 
of goods. 

. Test check the year end cut-off — 
a) Clear the shipping records for the last few days of August and the 








250 


wn 


10. 
11. 


THE CANADIAN CHARTERED ACCOUNTANT, MARCH, 1956 


first few days of September to the sales invoices, paying aed 
attention to August 31 invoices. 

b) Check the credit notes issued in September to receipts of deem, 
the original invoice, and the proper approval, paying particular at- 
tention to the return of goods invoiced on August 31. 

c) Check the inventory procedures for goods on approval, consignment 
goods, and goods invoiced but not shipped. 

d) Check the invoices for the last few days of August to the perpetual 
inventory records. 

For the last day of August — 

a) Check invoices dated August 31 to the sales summary. 

b) Add, cross-add, and post the sales summary for August 31. 

c) Check in detail all invoices issued on August 31 for number, price, 
extensions, etc. 

d) Check invoices issued on August 81 to the order record. 

Check the company’s policy in recording consignment sales and sales 

of fixed assets. 

Confirm the accounts receivable as at August 31. 

Check minutes of directors meetings, or other authority, to determine 

whether the manager is to receive any bonus based on the sales figure. 

Make the gross profit test. 

Compare the sales figures for the year with those of the previous year, 

by months. 

Check the company’s policy in recording goods out on approval. 

Agree the sales figure shown on the statement of profit and loss with the 

ledger account. 


PROBLEM 3 
Final Examination, October 1954 


Auditing III, Question 1 (15 marks) 
What should a chartered accountant do, taking into consideration his 


ethical rights and responsibilities, under each of the following unrelated 
circumstances? Why? 


(a) CA is approached by X, with the suggestion that he go over X’s 
personal income tax returns and show him where he could effect 
savings. Any such saving in tax payable is to be divided between 
X and CA. CA is not X’s auditor and does not sign X’s financial 
statements. 

(b) M Co. Ltd. is offering preferred shares to the public and CA has 
been asked to make an examination preparatory to reporting on a 
statement of earnings for inclusion in the prospectus. The company 
has offered CA 100 common shares of a par value of $30 per share 
in payment of the $3,000 charge for the special examination he is 
to undertake. 

(c) CA is the shareholders’ auditor of both H Co. Ltd. and Y Co. 
Ltd. Included in the item “other investments at cost — $395,000,” 
in the H Co. Ltd. financial statements are 300 shares of Y Co. Ltd. 
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(e) 


If 


at $5 per share. CA, as auditor of the Y Co. Ltd., knows that the 
Y Co. Ltd. is in financial difficulties and unknown to the shareholders 
is contemplating liquidation proceedings. 

(d) CA has been approached by the directors of the K Co. Ltd., incorp- 
orated under the Companies Act, 1934 (Canada), with the following 
proposition: 

CA is to be a paid employee of the K Co. Ltd. and as such to 
act as auditor of the subsidiary companies of the K Co. Ltd. 
CA will be appointed auditor at regularly constituted share- 
holders’ meetings. 

(e) In defending an action for negligence, CA, as the shareholders’ audi- 
tor, uses as his defence the fact that the amount of the audit fee 
warranted only a restricted examination. 


A SOLUTION 
CA cannot accept X’s offer. No member may render professional ser- 
vices on the basis of a contingent fee. 
CA cannot accept the shares of the M Co. Ltd. in payment. Receipt 
of the shares would prejudice his independence, at least in the eyes 
of the public. 
CA should not disclose any information that he has secured as auditor 
of the Y Co. Ltd. In any event, the amount involved is not significant 
in relation to the total investments held by the H Co. Ltd. 
Since CA is not an employee of the subsidiary company he is technically 
within his rights to accept the position with the K Co. Ltd. He would 
not, however, be truly independent and it would be preferable if he did 
not accept such an appointment. 
If CA contracted to do less than a clear certificate would imply, he 
should have referred to that arrangement and reported that he had done 
less than was necessary to give a clear report. The auditor whose fee 
does not provide a fair remuneration for an adequate examination must 
either accept the inadequate fee, resign his appointment, or negotiate 


for increased fees. 


SOLUTION TO PUZZLE 


we remove all numbers containing the our number 10,000 is their 2,401st (7*) 


digits 7, 8 and 9 from our first 100 numbers, number). The problem is then solved by 


we get: 


breaking up 31,450 into its components: 


1 2 3 4 5 6 10 Septants Dollars 
11 mm i 2 6 16 20 50 oe 7 35 
a: So CSS 8S 400 4x 49 196 
a- oe COS CSE CCS 1,000 1 x 343 343 
44 4 438 4 4 46 50 30,000 8 x 2,401 7,203 
oa oe 6s St 33 . 56 60 ate 
61 62 68 64 65 66 = 100 7,777 


Our number 10 is their 7th number, and —_—— 
our number 100 is their 49th number. These The president’s salary is equivalent to 
are successive powers of 7. Thus our num- $7,777. 
ber 1,000 is their 343rd (7%) number, and 








Alberta 

Clarkson, Gordon & Co., Chartered Ac- 
countants, announce the opening of an of- 
fice for the practice of their profession in 
Edmonton in association with Kinnaird, 
Aylen & Co., Chartered Accountants, 218 
Tegler Bldg., Edmonton. 

Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, and Patriquin, Duncan, 
McClary, McClary & Co., Chartered Ac- 
countants, Edmonton, announce that their 
practices are now merged. 

Ralph L. Giles, B.Com., C.A., announces 
the removal of his office to 7 Howie Bldg., 
215A 10 St. N.W., Calgary. 

Nash & Nash, Chartered Accountants, of 
Edmonton, Grande Prairie and Peace River, 
announce the admission to partnership of 
Stanley A. Long, B.Com., C.A. 


British Columbia 

D. E. Fenton, C.A. has been appointed 
comptroller of Imperial Investment Corp. 
Ltd., Vancouver. 


Manitoba 

Eight members of the Institute of Chart- 
ered Accountants of Manitoba have been 
named Fellows of the Institute. They are: 
F. J. Tibbs, J. S. Swinden, William Aitken, 
M. S. Donovan, T. E. Saul, William Young, 
Stuart Thornton and J. J. C. Shelly. 

Canadian Car & Foundry Co. Ltd., Mont- 
real, announces the appointment of P. J. 
Taylor, C.A. as assistant comptroller. 

Recent guest speaker at a meeting of the 
Winnipeg Machine Accountants Association 
was R. Essery, C.A. He spoke on the 
chartered accountant’s approach to punch 
card accounting. 


Newfoundland 
G. W. D. Allen, C.A. is a member of 
the newly organized Newfoundland Ad- 
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visory Committee on Education set up by 
the Newfoundland Government. 


Nova Scotia 

Mr. and Mrs. Gerald Martin held an 
“At Home” recently for the Halifax chart- 
ered accountants and their wives at their 
residence on the North West Arm. 


Ontario 

Goldwin S. Todd, C.A. announces the 
opening of an office for the practice of his 
profession in The Toronto-Dominion Bank 
Bldg., Stratford. 

Gurarie, Panzer & Co., Chartered Ac- 
countants, 30 Bloor St. W., Toronto, an- 
nounce the admission to partnership of 
Allan R. Rowan, C.A. 

William L. Butler, C.A. and John M. 
Dooley, C.A. announce the opening of an 
office for the practice of their profession un- 
der the firm name of Butler, Dooley & 
Co., Chartered Accountants, 183 King St. 
W., Kitchener. 

Ernest B. Myers, C.A. has been appointed 
chief internal auditor of the Canadian Na- 
tional Railways. 

The appointment of H. S. Hazlitt, C.A. 
as treasurer of Gurney Products Ltd. has 
been announced by O. E. Loberg, presi- 
dent of the company. 

Clyde C. Tessier, B.Com., C.A. 
nounces the admission to partnership of 
Thomas W. Massicotte, C.A. The practice 
of the profession will be carried on under 
the firm name of Tessier, Massicotte & Co., 
Chartered Accountants, in association with 
Gordon H. Lewis, C.A., with offices at 220 
Queen St. E., Sault Ste. Marie. 


George F. Scott, C.A has been elected a 
director of Interlake Steel Products Ltd., 
operating Interlake Fuel Oils, Thorold. 


an- 
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{NSTITUTE NOTES 


Samuel S. Speigel & Co., Chartered Ac- 
countants, Sudbury, announce the opening 
of a branch office at 191 Main St. W. in 
North Bay. The resident partner will be 
Robert M. Horne, B.Com., C.A. 


Quebec 

Louis A. Kravitz, B.Com., C.A. an- 
nounces the admission to partnership of 
Harold Sazant, C.A. Henceforth practice 
of the profession will be conducted under 
the firm name of Louis A. Kravitz & Co., 
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Chartered Accountants, with offices at Ste. 
215, Board of Trade Bldg., 300 St. Sacra- 
ment St., Montreal. 

J. Arthur Bedard, C.A. has been elected 
president of the Richelieu Club of Quebec 
for the year 1956. 

Max M. Stein, C.A. and Paul Pinkus, 
C.A. announce the opening of an office for 
the practice of their profession under the 
firm name of Stein, Pinkus & Co., Chart- 
ered Accountants, with offices at 545 Brunet 
St., Montreal. 


INSTITUTE NOTES 





NEW BRUNSWICK 

Gerald E. Martin, C.A., president of the 
C.I.C.A., presented certificates of admission 
to three new members of the New Bruns- 
wick Institute on January 6. The presen- 
tation was followed by a congratulatory 
dinner at which the guest speaker was 
Dr. Colin B. MacKay, president of the 
University of New Brunswick. 


ONTARIO 
Advertisements for Staff — Prompted by 
shortages of staff, particularly of students- 
in-accounts, a number of practising firms 
have included subjective terms in their 
advertisements, such as: “broader experi- 
ence”, “excellent salary”, “many incidental 
benefits”, “working conditions above aver- 
age”. These terms reflect on the practices 
of fellow members by implication and are 
considered objectionable by many mem- 
bers and undesirable by the Membership 
Committee of the Ontario Institute. The 
Membership Committee has, therefore, sug- 
gested that advertisements for staff should 
only include statements of fact and not 
relative expressions which are likely to cause 
undesirable competition by fellow members. 
73rd Anniversary Dinner — Henry Norman, 
C.M.G., F.C.A., Consul General for Canada 
in New York, will be guest speaker at the 
dinner of the Institute, Friday, March 9. 


Registration Date 1956 — Students must 
register not later than Thursday, October 
18, 1956 in order to enrol in the course of 
instruction for the 1956-57 session and to 
obtain a year’s experience before the 1957 
examinations. 

Data Processing Exhibition — The Toronto 
chapters of the Systems and Procedures As- 
sociation and NOMA are presenting an 
exhibition of integrated data processing 
equipment in the Royal York Hotel on April 
17, 18 and 19. Members of the Institute 
are invited to attend. Details of the pro- 
gram will be made known lIater. 
Presentation of Certificates — 142 of the 
168 new members by examination received 
their membership certificates in Toronto on 
February 10 from the president, W. M. 
Brace. The address of welcome was de- 
livered by H. O. Glover, F.C.A. 


ONTARIO STUDENTS NOTES 
March Meeting — Plan to attend the March 
meeting of the Toronto group in the lec- 
ture hall of the C.A. Building on Tuesday, 
March 13 at 8.00 pm. It will be a 
“Careers Night” with a panel of five speak- 
ers from large and small accounting firms, 
industry, the public service and the finan- 
cial world. Each will outline the opportuni- 
ties, advantages and disadvantages in his 
respective sphere. 





OBITUARIES 


John Russell-Murray 


The Institute of Chartered Accountants 
of Ontario announces with regret the 
death of John Russell-Murray of Toronto, 
who died December 19, 1955 in his 63rd 
year. 

Mr. Murray was born in Trinidad and re- 
ceived his early education in Edinburgh 
He later attended school in Montreal where 
he came with his parents to live. His ac- 
countancy training was also received there 
and he became a member of the Quebec 
Institute in 1917. During the Second World 
War he served with the Foreign Exchange 
Control Board in Ottawa. Before the war 
he was secretary-treasurer of the Waterloo 
Manufacturing Company in Waterloo. Since 
1941 he had been on the staff of P. S Ross 
& Sons in Toronto. 

To his wife and brother the members of 
the Institute extend their sincere sympathy. 


G. Birks A. Hall 


The Institute of Chartered Accountants 
of Quebec announces with deep regret the 
sudden death of G. Birks A. Hall on 
November 18, 1955. 


Mr. Hall was born in Montreal on July 
18, 1908. He graduated from McGill Uni- 
versity with a Bachelor of Commerce de- 
gree later continuing to his Master of 
Commerce degree. Admitted to member- 
ship in this Institute on June 22, 1932, 
he joined Cooper Bros. in 1934 and then 
the Aluminum Co. of Canada Ltd. in 
1943. Since 1946 he had been associated 
with Campbell, Glendinning & Dever and 
at the time of his death was a partner of 
that firm. 


Mr. Hall served on a number of com- 
mittees of the Institute and was a member 
of Council from 1945 to 1947. He was 


the Quebec representative on the Board 
of Examiners-in-Chief from 1947 to 1950. 


He was a member of the Montreal 
Amateur Athletic Association, the Arts Club, 
the University Club of Montreal and the 
McGill Faculty Club. For a number of 
years he had lectured in commerce night 
classes at McGill University. 

To his family, the Council and n ers 
of the Institute extend their sincere sym- 
pathy. 


Lorenzo Belanger 


The Institute of Chartered Accountants 
of Quebec announces with deep regret the 
death of Lorenzo Belanger on November 
30, 1955. 

Mr Belanger was admitted to member- 
ship in The Institute of Chartered Ac- 
countants of Quebec in April 1946. He 
founded the firm of Lorenzo Belanger & 
Associates in 1915 and retired in 1949 for 
reasons of health. He was succeeded in 
his practice by his son Jacques. 

During his career, he was president of 
the Canadian Society of Cost Accountants 
and Industrial Engineers, now the Society 
of Industrial and Cost Accountants, the 
General Accountants Association of Can- 
ada and the Corporation of Public Account- 
ants of the Province of Quebec. He was 
a founder and, until his death, a governor 
of the Faculty of Commerce of Laval 
University. For several years he acted 
as advisor to the Faculty of Commerce 
at McGill University. 


Mr. Belanger was a member of the 
Chambre de Commerce, The Board of 
Trade, the Tax Foundation and the Mount 
Stephen Club. 

The members of the Council and In- 
stitute extend their sincere sympathy to 
his widow and family. 


254 








SWEETNESS 


———__—————————- 


| 
AND LIGHT | 


So Here’s To Your Goop HEALTH 


From a recent Monthly Letter of 
one of the banks comes the encourag- 
ing news that the life span of the 
average Canadian man is now 66.3 
years. A century ago it was only 
some 40 years. 

This data poses two fascinating 
questions — not only “Why do men 
live longer than they used to?” but 
also “What will cause a man’s life 
span to increase still further?” And 
the true student of geriatrics will 
forthwith set about to find the an- 
swers. 

First, of course, he must pay trib- 
ute to the advances made by medi- 
cal science, because 30% of those who 
reach 65 are said to owe their sur- 
vival to preventive or curative medi- 
cine. 

Then he must make extensive ob- 
servations of all forms of nature, fol- 
lowing in the footsteps of Darwin, 
in order to isolate the one factor 
which determines the fittest of the 
species. Lastly, if his findings are 
to be of use to mankind, they must 
be suitably publicized and made 
available for the layman. 

There are several studies of this 
sort under way at the present time, 
but so far as is known only one has 
been completed. Its conclusions 
have been documented in poetic 
form and put into the hands of W. 
H. Buttrey, C.A. of Gananoque, On- 
tario. In the interests of science he 
has very kindly sent on the docu- 
ment to this column and it is a great 


and signal privilege to be able to 
publish it here for the benefit of our 
readers: 

The Horse and Mule live 30 years 

And nothing know of wine or beers. 

The Goat and Sheep at 20 die 

And never taste of Scotch or Rye. 

The cow drinks water by the ton 

And at 18 is mostly done. 

The Dog at 15 cashes in 

Without the aid of Rum or Gin. 

The Cat in milk and water soaks 

And then in 12 short years it croaks. 

The modest, sober, bone dry Hen 

Lays eggs for nogs, then dies at 10. 

All animals are strictly dry, 

They sinless live and swiftly die. 

But sinful, ginfull, ruam-soaked men 

Survive for three score years and 

ten; 
And some of us, the mighty few, 
Stay pickled ’til we're 92! 
JEAN VALE 
Appendix I 

Latest substantiation of these ob- 
servations comes from a Mrs. Emma 
Richter of Lynn, Massachusetts. Mrs. 
Richter, who turned 102 last month, 
boasts she has never been sick a day 
in her life and gives credit for it to 
alcohol — both inside and out. “You'd 
be surprised how that treatment peps 
you up.” 

Appendix II 

Even more recently Dr. F. Hansen 
of Copenhagen has predicted that 
atomic science might eventually raise 
the average life expectancy from 65 
to 800 years. If that is so, make mine 
with a dash of radio-isotopes, please. 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 


PRACTICE WANTED: Progressive ac- 
countants desire practice in Southern On- 
tario. Box 547. 


PRACTICE WANTED: Chartered account- 
ant wishes to extend his practice in and 
around Montreal by purchase. Write giv- 
ing full particulars. Box 551. 


TO RECENT C.A. GRADUATES who 
would like to get established in industry 
or business on Vancouver Island: We can 
offer temporary employment in chartered 
accountant’s office for a period of six 
months ($400 per month) while you make 
contacts with prospective employers. Box 
545. 


A GRADUATE chartered accountant re- 
quired by firm of chartered accountants. 
William Eisenberg & Co., 
342 Richmond Street West, Toronto 
EM. 3-6304 





POSITION WANTED: Fourth year stu- 
dent, married, wishes position offering 
broad experience with C.A. firm in Tor- 
onto area. Box 546. 


POSITION WANTED: Chartered account- 
ant 28 years old, presently employed as 
treasurer to a group of companies would 
like to return to public practice in a 
chartered accountant’s office in Toronto 
area. Box 549. 


CHARTERED ACCOUNTANT: Age 31, 
with university degree in Commerce, desires 
interesting position in Southern Ontario ex- 
clusive of professional accounting. Box 548. 


CHARTERED ACCOUNTANT: Extensive 
experience in industry as Comptroller etc., 
would consider change of association to 
profession in Toronto area. Considerable 
experience in systems, costs etc. Box 550. 


CHANGE OF ADDRESS 


Members and students who change their address and advise 
The Canadian Institute of Chartered Accountants of such 
change should also notify their own provincial Institute. 


Periodic reconciliations of mailing lists are carried out but to 
ensure prompt receipt of all provincial Institute mail, it is 


essential that the secretary of the provincial Institute be notified 


directly. 








ie 
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PROFESSIONAL CARDS 


ipictelinientcaaegetnacaitiadaaeasie 
MACLEOD, RILEY, McDERMID, DIXON & BURNS 





Barristers and Solicitors 
62 Hollinsworth Building - - - - Calgary, Alta. 


PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND - HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


Hamilton Building, 395 Main Street - - Winnipeg, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building - - - - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - - - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 


McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


302 Bay Street - - - - Toronto 1, Ont. 
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PLAXTON & COMPANY 


Barristers and Solicitors 


Suite 1207, 320 Bay Street - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - . - - - Toronto 1, Ont. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 


Barristers and Solicitors 


Bank of Canada Building - : Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, CATE, OGILVY & BISHOP 


Barristers and Solicitors 


Royal Bank Building - . - - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PREVOST, GAGNE, FLYNN & CHOUINARD 


Barristers and Solicitors 


Price House, 65 St. Ann Street - - Quebec 4, P.O. 





